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CHAPTER III. 
CONSTRUCTION OF THE ACCOUNT. 
20. We have now given to the account a frame or mold to 


hold its contents; we must next consider what is to be placed in 
the frame and how arranged. 

21. An account representing some form of wealth or property 
will be the simplest to begin with, and we select money because 
it is the easiest form of wealth to value. Such an account repre- 
senting money (or any of the substitutes for money) is called a 
cash account from an Italian word meaning box; it is the money- 
box account. 

22. Recurring to the definition of an account, we ask: What 
are the facts of opposing tendencies to be recorded in a cash 
account? Evidently increase and decrease of the stock of money 
in possession. What is the conclusion? The amount of that stock 
of money at the time of inquiry. 

23. The facts may be designated by many pairs of names, as: 

PosItivs. NEGATIVS. 
Receipts. Payments. 
Into the box. Out of the box. 
Plus. Minus. 
More. Less. 
Increase Decrease. 
*Copyright, 1907, by Charles E. Sprague. 
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The conclusion is known as: 
Posttiv. 
Stock of Cash. 
Cash on hand. 
Cash Balance. 
Balance. 


24. Let the following be the facts which it is desired to record, 
constituting the “ items ” of the account. 

(1) Having no money, I borrowed from A. B., $100 on January 1. 

(2) Received my salary on January 31, $50. 

(3) February 2 I repaid to A. B. $75. 

(4) On the same day I paid expenses $49. 

(5) On February 15, I loaned to C. D. $35. 

(6) Received my salary, $50, February 28. 

(7) Repaid to A. B. on March 3, $13. 

(8) March 5, loaned to C. D. $12. 

(3) Received salary on March 31, $50. 

(10) Collected on April 10 from C. D. $10. 

(11) Paid various expenses on April 14, $27. 

(12) Collected from C. D. on April 15, $20. 


25. Using the Standard form of account (Figure 5) and de- 
ciding arbitrarily that the positiv or receipt items shall occupy the 
left-hand portion, we record the facts as follows: 


FIGuRE 9. 
CASH ACCOUNT. 








19— 
Feb. 2 | Repaid to A. B. 
$100 ‘* “| Paid Expense 
50 ** 15 | Loaned to C. D. 
Rec’d Salary 50 || Mar. 3 | Repaid to A.B. 
Rec’d Salary 5° ** 5 | Loaned to C.D. 
Collected Apl. 14 | Paid Expense 
from C. D. 10 
Collected 
from C. D. 20 





























26. We have now complied with the definition of an account in 
so far that we have made a systematic statement of these twelve 
financial facts, six of which are of like tendency and six of the 
opposit tendency. As the total of the receipts is $280 and the 
total of the payments $211, it is evident that the balance is, at the 
beginning of April 16, $69, which is the conclusion sought. 
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27. The account in its present form is a current account. It 
follows the course of time and gives a history of the cash. The 
conclusion, or resultant of all the facts, is necessarily made up at 
some certain moment, and, for reasons which will appear later, the 
same moment is usually chosen for recording all these resultants 
in a group of accounts. 


FIGure 10. 
CASH ACCOUNT. 








$100 
50 
50 
50 
10 
20 


$280 














Balance 69 

















28. The most obvious way of recording the resultant, or 
balance, would be to sum up each side and set down the result 
under the greater sum, as shown in Figure 10. As we are now 


concerned with values only we omit the words. 

29. This, however, is not the most usual way of expressing a 
resultant. The double lines drawn under both sides usually denote 
equality, like the sign =, and if they are not equal they must be 
equalized. The amount necessary to equalize the two sides of this 
account is the balance $69, which we have inserted in italics (sug- 
gesting the use of red ink) to designate something which is not a 
current transaction but an instantaneous result, not an occurrence 


but an inference. 
, Ficure II. 
CASH ACCOUNT. 








$100 
50 
50 
50 
10 
20 
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Here is a true equation. All the receipts exactly equal all the 
payments plus the balance. The preponderance of receipts is 
added to the opposit side to make equality just as, in weighing 
butter, if the scales are out of balance, you do not take off some 
butter but you add on a weight. 

30. In mathematics the normal way of asserting a truth is by 
means of an equation. The account in its current form (Figure 
9) merely gave the facts; it now asserts the conclusion. As sub- 
traction in accounts (see Figure 1) may lead to confusion, the 
same effect is produced by adding to the other side. 

280 — 211 = 69 
is transposed to read 
280 = 211 + 60. 

31. This principle of compensation or adding to the weaker 
side so as to produce equality is a very important one in accounts, 
as will be seen when we come to treat of proprietary accounts. 

32. The equation of the cash account may be read in several 
ways. 


Receipts Payments + Cash-on hand 


280 = 211 + 69 


In = Out + Remainder 

33- In this last form any account representing a property may 
be read. The increase, by acquirement or otherwise, is recorded 
on the left-hand side ; on the right-hand side are two things quite 
at variance, in fact, antagonistic; one, the decrease of property or 
of value, the other the resultant or value in possession. 

34. Taking the right-hand side of the above equations, we see 
that the two terms are contrary: 

211 is what has been paid out. 
69 is what has not been paid out. 
280 is all that has come in. 

Yet the 211 and the 69 are both on the same side. It is neces- 
sary to discriminate carefully between these two kinds of terms 
and not to assume that because they are on the same side, they 
must be congruous. 

35. To illustrate another class of accounts, those representing 
indebtedness, let us select from the twelve items in Figure 9, some 
which imply indebtedness. Such are Nos. 1, 3, 5, 7, 8, 10 and 12. 
I, 3 and 7 relate to the dealings with A. B., to whom the subject 
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of the narrativ becomes indebted and discharges the debt. 5, 8, 
Io and 12 represent the converse relation with C. D. who borrows 
and repays. As this loan to C. D. is very similar to a piece of 
property, we will place the positiv elements, t..e moneys loaned, 
on the left-hand side and the repayments on the right. (Figure 
12) Notice that this is exactly the opposit side to the one on which 
each transaction is found in the Cash account. This phase will re- 


appear hereafter. 
FIGuRrE 12. 


ACCOUNT OF THE INDEBTEDNESS OF C. D. TO ME. 











Feb. 15 | Loaned him $35 Apl. 10 | Collected $10 
March 5 | Loaned him 12 “15 | Collected 20 





























36. C. D. is called our Debtor, and we are his Creditor. When 
he discharges the debt in whole or in part, he is also called 
creditor, by an extension of language; really he does not become 
creditor, but merely extinguishes debt. Hence we can make a 
useful shortening of the heading by merely writing the name of 
the debtor with the abbreviations Dr. and Cr. With this change 
the balanced account appears as follows: 


FIGURE 13. 
Dr. C. 








Loaned him $35 : Collected 
12 


Collected 


Mar. 5 | Loaned him 
Balance 
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Again we have the equation 
Indebtedness Incurred = Discharge of Indebtedness 
+ Balance owing or 
Present Debt 
or again 
Indebtedness Incurred = Indebtedness Discharged 
+ Indebtedness not Discharged. 


37. The separate items on the two sides are called debits and 
credits; hence we have another form of the equation 
Total Debits = Total Credits + Net Debt. 


38. These words debit and credit are often applied by analogy 
to accounts where there is no idea of indebtedness, all entries on 
the left side being called debits and all on the right credits. 


39. The transactions with A. B. are the opposit of those with 
C. D.; the subject gets in debt to A. B. and gets out again. As 
indebtedness to us is entered on the debit side, it would seem that 
indebtedness by us should appear on the credit side, and as A. B. 
is truly a creditor, this is quite correct. Discharges of his claim 
are treated also as debits and thus we can use the same form as 
in the account of C. D., the difference being that C. D.’s account 
has the larger total on the credit side and the balance on the debit. 

















FIGURE 14. 
Dr. A. B. Cr. 
jFeb. 2)| Repaid him $75 Jan. t | Loaned by him/|} $100 
ar. 3| Repaid him 13 
gApl. 16| Balance 12 
| $100 $100 


























40. As another way of looking at accounts of personal in- 
debtedness it may be noted that in both accounts, A. B.’s and 
C. D.’s, the left or debit side is unfavorable to the person named 
in the heading and the right side is favorable, so that instead of 
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Debtor and Creditor 
we might have entitled the sides 
Against and For 
Adverse and Favorable 
To the Bad and To the Good 


41. These terms refer to A. B. and C. D. respectivly and to 
any other debtors and creditors. But as regards the proprietor of 
the cash account these terms must be reversed and what is favor- 
able to the person with whom he deals is unfavorable to the pro- 
prietor and vice versa. So that he would be entitled to write 

“ Against Him “For Him 
[but for Me]” [but against Me]” 

42. In the case of Cash, which is inanimate and cannot owe 

nor be owed he can still designate the two sides as 
“(For Me]” “ [Against Me].” 

43. Seven of the original transactions have now been doubly 
entered, once in the Cash account and once in some other ac- 
count ; each being in one place “ for me” (debits) and in another 
place “against me” (credits). As the effect upon “ Me” is 
neutralized in each pair, it is unnecessary to keep any account 
with “ Me,” as far as they are concerned. 

44. But there are five remaining entries which appear to con- 
cern “ Me” alone; Nos. 2, 4, 6, 9 and 11. We may open an ac- 
count with “ Me” and, following the precedent already establisht, 
place these five transactions each on the opposit side to where 
they appear in Cash account. “ My” account may be headed 
“ Against” and “ For” just as if “I” were a stranger. We 
shall see by trial how this will turn out. 








FicureE 15. 

AGAINST ME For 
Feb. 2/ Expense $49 =. 31 Salary $50 
Feb. 14 | Expense 27 eb. 28 Salary 50 
Apl. 16 Balante 74 Mar. 31 Salary 50 

$150 $150 
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45. “ My” account shows a balance of $74 of preponderance 
in favor. 

This balance is different from that of any of the other ac- 
counts. It does not represent property, nor indebtedness, but pro- 
prietorship. It shows the increase in wealth caused by income 
being greater than outlay, which has resulted in a present status 
of $74 net worth. 

46. This is strikingly corroborated by an independent opera- 
tion. Extracting the balances of all the other accounts, we make 
up this statement: 

Cash on hand 
SO GS, Ge BD akin as aU BR 


BD NE i Ek 95h 660 crak éeha UR Ea 12 
Net worth of “ Me” 

Thus by two different processes we obtain the same result: 
one by an historical account, tracing the growth of wealth by 
excess of earnings over expense, the accumulation of net surplus; 
the other not by a current account but an instantaneous one, 
which at a given moment inventories the concrete results of the 
same struggle. 

47. The summary of balances which was given above is 
usually presented in account form. On the left are the assets con- 
sisting of property and claims upon property. On the right are 
first, all claims against the assets, designated as the Jiabilities; 
second, the remainder unclaimed, or the net assets free from lia- 
bility, variously known as proprietorship, capital, stock or simply 
by the name of the proprietor. 

This statement is known as a balance sheet. 


FicureE 16. 
BALANCE SHEET. 








ASSETS LIABILITIES 
Due to AB 


Due from CD..... PROPRIETORSHIP 
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48. I can see no benefit in lumping the $12 and the $74 to- 
gether and calling them all liabilities. Those who use this ex- 
pression often contradict themselves by saying that the pro- 
prietary account is the excess of assets over liabilities; but if the 
proprietary account is one of the liabilities there cannot be any 
excess. 

49. This miniature specimen shows the relation and inter- 
' dependence of accounts. They are not isolated but each is con- 
nected with others. When they form a system which provides for 
the recording of all occurrences within a given sphere of pro- 
prietorship they constitute a ledger, the embodiment of whose 
results is the balance sheet. 





CHAPTER IV. 
THE TRANSACTION. 

50. We cannot at this point enter upon a full discussion of the 
Balance Sheet or of the accounts whose results it embodies, both 
very interesting subjects. 

51. It is sufficient at present to say that a balance sheet is 
compiled from all the accounts of a ledger, or rather from all that 
are not self-closed, without residue. In theory it halts every ac- 
count and makes it give up its balance for inspection; but 
immediately restores it. This restoration is naturally not to the 
side to which the balance had to be added but to the side originally 
preponderant. It may be to a new account-space, everything be- 
ing started afresh, or it may be in the same column below the lines 
(=), like the balance brought down in Fig. 10. The accounts ot 
A.B. and C.D. would then read thus: 


FIGURE 17. 
A. B. 








Repaid him $75 Jan. 1 |Loaned by him 
Repaid him 13 
Balance 12 














Balance 
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In other words, the contents of the balance sheet are distri- 
buted into accounts of which they form the first items. 

52. Recurring to the balance sheet, remember that it is an 
equation 

Assets = Liabilities + Proprietorship 
and that ordinary balance sheets contain nothing else ; everything 
goes under one of these heads. 

53. The accounts, having been for a moment halted, their 
results inspected and restored, are now ready to resume their 
progress. What rule can be given for the recording of any future 
occurrence so as to place it unerringly on the proper side of the 
proper account? Naturally, any increment must be on the same 
side as the balance which it follows. 


FiGureE 18. 








$35 
12 





$47 




















Apr. 16 Balance _ $17 











54. Any occurrence must be either an increase or a decrease of 
values, and there are three classes of values; hence there are six 
possible occurrences : 

1. Increase of Assets. 
. Decrease of Assets. 
. Increase of Liability. 
. Decrease of Liability. 
. Increase of Proprietorship. 
. Decrease of Proprietorship. 

55. Balances of assets belong on the debit (left) side; there- 
fore increases are debits and decreases are credits. 

56. Balances of liabilities are credits; therefore increases of 
liabilities are credits and decreases are debits. 
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57. Balances of proprietorship are credits ; therefore increases 
of proprietorship are credits and decreases are debits. 

58. We have therefore the six possible occurrences distributed 
as follows under debits and credits. 

DEBITs. CREDITS. 
Entries on left side. Entries on right side. 
Increase of Assets. Decrease of Assets. 
Decrease of Liabilities. Increase of Liabilities. 
Decrease of Proprietorship. Increase of Proprietorship. 

59. We have now to show that in every transaction at least two 
of the occurrences must appear and that they must be on opposit 
sides of the above list. This may be done by going thru the list 
and taking up each of the six. 

(1) Increase of Assets. Suppose cash to be received; unless 
some. other asset is given in exchange, or some liability discharged, 
our total worth must have increased by that much. That is to say, 
(DEBIT) Increase of assets must either correspond 

to decrease of assets, 
(CREDIT ) to increase of liability, or 
to increase of proprietorship. 

We cannot get something for nothing ; but the something given 
in the third case is not a material something but a service of some 
kind. 

Increase of proprietorship by giving service is called earnings 
or income. 

(2) Decrease of Assets. If we part with any of our assets, 
unless we either receive in return some other asset of equal value 
or cancel some liability thereby, we have to the same extent 
diminished our net wealth or proprietorship. 

(CREDIT) Decrease of assets must either correspond 
to increase of assets, or 

(DEBIT ) to decrease of liability, or 
to decrease of proprietorship. 

In the third event we have parted with something of value 
without any tangible return. This is called outlay. There is a 
true return but it is in service received; as services are not listed 
in our assets, any more than our bodies, our minds and our skill, 
we must consider that the result is a simple subtraction from our 
net wealth. 
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(3) Increase of Liabilities. If we run into debt, unless we 
get something for it, or, what is just as good, get out of another 
debt, we must so far as our tangible wealth is concerned have lost 
proprietorship. As increase of liability is of exactly the same 
effect as decrease of assets, we have a series similar to the second 
one. 

(crepIT) Increase of liability must be attended either 
by increase of assets, or 

(DEBIT ) by decrease of liability, or 
by decrease of proprietorship. 

4. Decrease of Liability. The payment of debt may be effected 
by parting with some asset, or by incurring a new debt; or if by 
neither of these means, but by giving services, then the net wealth 
is augmented, just as in increase of assets. 

(peBIT) Decrease of liability involves either 
decrease or assets, or 

(CREDIT ) increase of liability, or 
increase of proprietorship. 

(5) Increase of proprietorship. We may increase our wealth 
in the form of more assets or of less liability, both of which are 
debits. 

(CREDIT) Increase of proprietorship corresponds to 
increase of assets, or 
decrease of liability. ‘ 

It may possibly correspond to a decrease of proprietorship, 
but this would be an ideal shifting or transfer entry. Thus, a 
sawmill being one of our assets, and it being desired to keep the 
earnings of sawing separate, we consider that the real estate, if 
let to a tenant, would bring a certain rent: we credit that rent as 
earnings of real estate but debit it as outlay on behalf of the saw- 
ing enterprise. 

(6) Decrease of Proprietorship. This is precisely the con- 
verse of the preceding and requires no further argument. 

(DEBIT) Decrease of proprietorship is either 
(creprr) { decrease of assets, or 


(DEBIT ) 


increase of liabilities. 
It is thus establisht that any entry to the debit, or left side, 
calls for a like amount on the credit cide, and vice versa. 


272 





The Philosophy of Accounts. 


60. A few examples may serve to indicate how transactions 
may be analysed into the debits and credits of which they are 
composed. 

(1) I purchase merchandise for cash. There is an increase 
of assets in the department of merchandise. There must therefore 
be a corresponding decrease of assets, or an increase either of 
liability or of proprietorship, one of the three occurrences on the 
credit side. Evidently the first of the three is the true one and the 
entry is of the form 

Dr. Increase of Cash Cr. Decrease of Assets 
In the abbreviated wording ordinarily used this would read, 
Assets Dr. to Assets 
But usually we specify more minutely what particular depart- 
ment of the assets, and consequently what account, is affected, i. e.: 
Merchandise Dr. to Cash 
This is still further shortened to 
Mdse to Cash 


Mdse/Cash 


It is understood that without special designation the account 
on the left is the one debited and the one on the right is credited. 

The view might very rationally be taken that as the proprietor- 
ship was increast by acquiring the merchandise and was decreast 
by parting with the money, therefore the two changes of pro- 
prietorship should have appeared in the account, giving the 
following entries : 


Mdse/Proprietor 

Proprietor /Cash 
But it seems useless to record in the proprietor’s account ex- 
changes which do not either increase or decrease his net wealth. 
_ This is attempted in the system of logismography, but its utility 
is doubtful. 

(2) I purchase merchandise from John Jones on credit. As 
the acquisition of merchandise is a debit, we must select from the 
three kinds of credit and get the result: 

Dr. Increase of Assets Cr. Increase of Liability 
Assets Dr. to Liabilities 
Mdse/John Jones 

(3) Received cash for salary. As cash is received, the debit 

must be an increase of assets. What is the credit? No asset 
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figuring in the balance sheet has been diminisht; no indebtedness 
has been incurred. The result is a clear increase of proprietor- 
ship, earned by the rendering of service. 
Dr. Increase of Assets Cr. Increase of Proprietorship 
Cash/Proprietor 

But it is seldom that the account of the proprietor receives im- 
mediate credit for an earning. Greater benefit is derived by pro- 
viding a number of temporary accounts which are credited with 
earnings on a plan of classification, during a certain period, so 
that a comprehensiv view of the progress of the proprietor dur- 
ing that period is afforded. This transaction would doubtless be 
credited to Salary account. 

Cash/Salary 

(4) We hold a mortgage which is not yet due for several 
years. The interest is due every half year. One month has 
elapsed since the last maturity and collection of interest. Wish- 
ing to bring our accounts down to date, how shall we represent 
the fact that this one month’s interest has been earned? 

It might be claimed that there has been no income because the 
payment of interest has not yet become due. But by the same 
reasoning it might be proved that there is no mortgage debt, for 
that is not yet due. There is in fact an indebtedness from the 
mortgage debtor to us. It grows from day to day, tho it may 
not be convenient to register it every day. It is an asset which 
has been acquired during the month, not by exchange for some 
other asset, but by rendering service. The service rendered is 
the use of our capital. 

Tho the indebtedness from the mortgagor to us is a personal 
debt, yet it does not rest solely upon his credit, but upon the 
security of the real estate. It is for several reasons advantageous 
to consider it as a special kind of asset and not class it with other 
debts receivable. The increase of proprietorship caused by ser- 
vices given of this particular kind may also have an account by 
itself. Thus we analyze the transaction as follows: 

Desit. We increase our assets by acquiring a claim for this 
accrued interest in addition to the principal debt. 

Crepit. We do not diminish any asset nor incur any liability 
by doing so; therefore we have an increase of proprietorship thru 
the giving of service: 
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. Accrued Interest/Interest. 
or Interest Earnings. 
(5). We receive in payment of a debt partly cash and partly 
a note, or written promise to pay. Suppose that the debt is $200, 
the cash $50 and the note $150. Two kinds of assets are acquired, 
and one kind is parted with. We may consider this as two 
transactions or as one: 


Cash/John Jones $50 50 
Bills Receivable/John Jones 150 150 


Cash/ 50 
Bills Receivable/John Jones 150 
or in the old phraseology, 


Sundries Dr. to John Jones 
Cash 50 
Bills Receivable 150 


61. It is not difficult to analyse a transaction into its debits 
and credits, if we recall the six possible phases, three of debit and 


three of credit. 


(To be continued.) 











No Danger in Great Fortunes.* 
By Henry Crews, LL.D. 


For this special mark of privilege—the honor and distinction 
of being invited to address you upon one of the living economical 
and political questions of the day—TI desire to thank you. 

We live in a great, prosperous and progressive country, 
blessed with free institutions, of which we have good reason to 
be proud; a country of vast achievement and industrial activity, 
in which immense individual fortunes have been quickly made 
by successful business enterprise on a grand scale; a country with 
illimitable natural resources and advantages, and colossal rail- 
way, manufacturing, insurance, banking and other corporations 
and institutions, representing enormous aggregations of capital, 
such as were never before known in the Old World or the New. 

All these are eloquently suggestive signs of our splendid 
national development, and they add lustre and magnificence to 
these United States of America, and, without reference to our 
navy, enchance our power and prestige abroad. They tell of the 
wonders we have accomplished and our country’s varied and 
enormous resources, and our accumulated wealth; and they 
furnish unmistakable evidence of our gigantic strides as a nation 
in that forward march which has surprised the world, even in this 
universally progressive age, and surpassed even our own 
sanguine expectations. 

From age to age, throughout the progressive economical 
movement of civilized nations, we can trace the gradual growth 
of man’s power and wealth, until now these have reached such 
proportions as to be far beyond the most sanguine prophecies or 
expectations of bygone generations. Thus, at the present time 
of prosperity, human genius, energy and productiveness were 
never before so skillfully and so strenuously employed and never 
before have they yielded so abundant a harvest. In our own 
country, especially, where individual opportunities are, prac- 
tically, limitless, and where thought and effort are exerted to the 
utmost straining point, most fruitful, indeed, has been the result. 
We have seen that the making of large fortunes coincidently with 


* An address delivered before the students of the New York University School of Com- 
merce, Accounts and Finance. 
276 





No Danger in Great Fortunes. 


great general prosperity, that is by those doing a profitable busi- 
ness on a large scale, is an inevitable economic result. 

The past forty-five years in the United States embrace a new 
era of wealth—an era in which the accumulation of vast amounts 
of money or its equivalent in individual and coporate hands has 
accompanied the most marvelous national growth and prosperity 
in all history. 

New conditions have arisen, and new methods have had 
to be employed, while new men, equipped with new ideas, 
have not been found wanting to meet all requirements and to 
keep step with the march of progress on both land and sea. Un- 
like the people of some of the older countries, where, as in Russia, 
they distrust their government, Americans do not hoard their 
wealth. They employ it. They have nothing to hoard it for. 
Their quickly acquired fortunes are generally lavishly disbursed, 
both in their style of living and their investments. With much 
of the money they put into circulation railroads are built and 
extended, mammoth factories are constructed, labor is employed 
on a larger scale than before, more farms are cultivated and more 
crops are moved and exported. Through all the arteries of trade 
and commerce the wealth thus employed flows and adds to the 
growth and prosperity of the country. 

But this great national progress and prosperity, involving 
immense accumulations of property by fortunate individuals and 
industrial combinations has necessarily created glaring inequali- 
ties of fortune, and these have provoked a good deal of un- 
reasonable discontent and criticism among large numbers of the 
less fortunate masses. In this Malice has combined with Envy 
to throw stones at Capital, and denounce, and hurl epithets, at 
both the individual and corporate possessors of great wealth. 


The Socialists and yellow newspapers have quickened and fo- 
mented this discontent, and raised a loud outcry against the 
large capitalists and the industrial combinations called Trusts. 
They have denounced them as hostile to the interests of the people, 
and a source of grave danger to the country, and even to our 
republican form of government. 


To say that there is peril to the nation in large individual 
fortunes and large aggregations of corporate capital is to imagine 
a danger which does not exist, as in this country there is no law of 
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entail and great wealth in the possession of anyone is soon dis- 
tributed after its possessor’s death. It takes to itself wings. 
There is no eldest son to inherit the estate so as to properly main- 
tain and add dignity to the family name or title while his brothers 
and sisters are left in comparative poverty. We are here all 
free and equal. 


Moreover, rich Americans spend money more freely and lav- 
ishly and live more luxuriously and expensively than the people 
of any other country, and this tends to keep down or reduce large 
fortunes. Our rich men are also enterprising in undertaking large 
financial, commercial and industrial ventures, and generally 
equally so in their ordinary business and speculative operations. 
This does good, for it not only keeps their money circulating, 
but gives employment to labor, stimulates trade and aids in the 
development of our national resources. 


It has been well for the people of this country that these great 
fortunes have been in the possession of these individuals, for 
otherwise our institutions of learning, culture and charity would 
not have been blessed with these manifold benefactions. This 
wealth, held together in this way, has enabled the single mind 
of the owner to direct its distribution into the particular channels 
where he desired it to do good. 

A great amount of wealth in the hands of one person enables 
him to direct it to the establishment of extensive productive 
industries and other large schemes requiring much capital. These 
are important, because they aid in developing the country and 
accelerate its progress. Many of our greatest railroad, manu- 
facturing, commercial and agricultural enterprises owe their 
development and success to great individual wealth. 

But, notwithstanding the magnificent results and permanent 
benefits to mankind brought about by the possessors of great 
wealth, popular clamor is sometimes senselessly or maliciously 
raised against them. The motive of the public benefactor is 
questioned, and we are told that the capitalist did not have such 
worthy objects in view in the schemes and operations by which 
he made his money. This charge may be entirely true, in many 
instances, but it in no way affects the matter of his gifts. The 
cry of “tainted money ” does injustice, very often, to the donor 
and the motive of the donor in giving. 
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Edison, Fulton and Morse may, like most men, have been 
inspired in their work and projects by sordid or selfish motives, 
yet this did not lessen the value of théir great inventions. 

In keeping with the undeserved abuse of wealth, which is en- 
titled to no serious consideration, we are confronted by the bold 
assertion, made by extremists, that some limit should be set to 
the amount of property an individual may own. The imprac- 
ticabitity and inadvisability of any such measure are at once ap- 
parent. You might as well try to limit the capacity or energy 
of an individual. When you prevent an individual from ac- 
cumulating you at once discourage his productiveness. This 
is an axiom beyond dispute. Let us keep in mind the fact that, 
as Mr. Carroll D. Wright says, while we now have billionaires 
the poor are growing richer, and that, as pointed out by Bern- 
stein, there is a very large increase in the number of persons 
paying taxes; and also, that the rich in America now own a 
smaller proportion of the total wealth of the country than they did 
fifty years ago. In view of these facts and the generally good 
use of wealth, as shown by its possessors, it would appear 
that the objections made to great individual wealth are without 
tangible foundation. It is the abuse, not the use, of wealth that 
is to be deprecated. 

With the characteristic American way of keeping wealth 
actively employed and generously distributed, and with the very 
apparent growing sense of heavy personal responsibility that, 
in fortune-building, seems always to develop, there need be no 
fear of any impairment or destruction of the institutions of our 
republic from the accumulation of great individual wealth. 

In the further consideration of this question let us bear in 
mind that there is very little idle capital in this country. Wealth 
is made to produce wealth, and there is no political distrust to 
cause hoarding. There is a wide field for the profitable employ- 
ment of money, so it is kept employed in a multitude of channels, 
all of which contribute in various ways to our national growth 
and prosperity and our greatness among the nations. 

Progress in no other country ever equalled our own, and this 
is largely due to the activity and enterprise of the people in pro- 
ductive industries; and be it known our rich men are as active 
and enterprising as the rest. They are as ready as men less 
favored by fortune to seize opportunities for entering upon new 
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money-making enterprises, and with their large means and single- 
ness and independence of purpose they can often accomplish more 
than a company of men of smaller means, subject or liable to 
less unity of purpose. 

Our very rich men having been, with an exception or two, 
the architects of their own fortunes, know well how to use their 
wealth. They have become experts in its proper management, 
and there is neither actual danger nor the slightest menace of 
evil to the country in their possession of the power that their 
money gives. Their wealth, too, makes them conservative. They 
make good use of their money, because that is the only profitable 
way to use it, and the same remark applies to large corporate 
combinations or trusts. 


For these, as for individuals, in the long run, at least, honesty 
is the best policy, and fair dealing is necessary to permanent 
success. Weak timbers and corrupt and dishonest spots have 
been disclosed here and there among the trusts, but these have 
been eliminated, corrected or punished, according to law, as fast 
as they were discovered, and a much stricter, if not entirely 
strict, observance of the laws relating to them may be relied upon 
for the future than has been the case in the past. 


This applies particularly to railway rebating, which has lately 
been punished by very heavy fines. So rebating has become a 
very costly misdemeanor for both delinquent corporations and 
individuals, the penalties being levied equally upon the givers 
and the receivers of rebates, as in the recent case against the New 
York Central Railway and the Sugar Trust. 

Railway rebating has ruined or impoverished thousands of 
honest traders. It has built up and fostered monopolies on the 
business ashes of their competitors, and the railways should never 
be suffered in the future to evade the law against it, which they 
have been so expert and unscrupulous in evading hitherto. If 
heavy fines fail to stop this great evil and injustice, let condign 
punishment be meted out in long terms of imprisonment for all 
offenders. 

The law when enforced holds the trusts strictly to account, 
and prevents them from becoming a source of danger to the com- 
munity. Moreover, the trusts have accomplished much for the 
public benefit that individual enterprise would have been unable 
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to do, although they have cut the ground from tinder many small 
competitors. That this has worked great hardship in many cases 
we all know, but the trusts have probably benefited by their prod- 
ucts far more than they have injured by their monopolistic ten- 
dencies and the use they have made of their large aggregations 
of capital in crushing competition. 

The law, however, should be held over them, like an avenging 
sword, to punish wrongdoing on their part and protect the rights 
of the people. To this no honestly disposed corporations, large 
or small, will object, and delinquents shouid be remorselessly ex- 
posed and prosecuted with the utmost rigor of the law. This 
course will be all the better for the sound, honest and law-abiding 
corporations. The insolvent and the fraudulent should have their 
business secrets laid bare in the bright light of that publicity of 
accounts and methods to which all should be subjected. Then the 
goats could be distinguished from the sheep and the sound and 
honest corporations would escape the suspicion that falls more - 
or less upon all when one is known to be a black sheep or 
suspected to be weak or erring. 

Therefore I advocate the publicity and periodical examina- 
tion of both corporation methods and corporation accounts, and 
this by the State through skilled accountants. Such publicity, 
with no loophole for whitewashing, would be of itself a powerful 
deterrent from evil practices and misrepresentation of conditions. 

The profits of the trusts, of course, find their way into the 
pockets of their stockholders and enrich some of the largest be- 
yond the dreams of avarice; but the benefactions of Andrew 
Carnegie and John D. Rockefeller show how well great wealth 
derived from these corporate combinations, these much abused 
trusts, may be used for the benefit of their fellow-citizens. Leland 
Stanford, of Stanford University fame, D. O. Mills and many 
other heavy stockholders in large corporations have been equally 
public-spirited and munificent in their gifts and investments to 
promote the public welfare. These large capitalists have shown 
that there was no menace to the people’s interests in the wealth 
they possessed and that there is no substantial foundation for the 
socialistic-cry against the money power of great millionaires any 
more than there is against the necessary money power of great 
corporations when they are honestly managed in conformity 
with law. 
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When we hear or read sneers or diatribes against our very 
rich trust millionaires, let us remember that Andrew Carnegie 
has already given away sixty millions of dollars for popular 
libraries and other public purposes. There is no danger or menace 
in this, not even to himself, for he has probably more than three 
times as much left. 


Great wealth, indeed, naturally makes all men conservative 
and invests them with a sense of responsibility to others and to 
the public that insures their being good and law-abiding citizens. 
It makes them practical patriots and up-builders of the nation. 
There are no anarchists among rich men and no radical political 
extremists even among very rich men. 


Wealth in good hands serves good purposes. The richest 
men of the Thirteen Colonies in the American Revolution were 
among the most active and self-sacrificing of American patriots. 
They included George Washington, John Adams, John Hancock, 
Thomas Jefferson and Robert Morris, whose names are 
imperishable on our national roll fo fame. 


When the war between North and South broke out in 1861 
our richest men were foremost in offering temporary loans to 
the Government for the defense of the Union, and afterwards 
bought its bonds largely. Their assistance at that critical time 
was of vast importance to the country and can hardly be over- 
estimated. Their wealth, thus employed, was as much a national 
blessing as is our present enormously increased wealth and pros- 
perity, and it has never been sufficiently appreciated, any more 
than have the munificent endowments of public institutions by 
our more modern and greater millionaires. 


When the large present day fortunes are released by the death 
of those who made them, there may be danger of too much of 
their money falling into the hands of profligate heirs who will 
recklessly abuse, instead of wisely using, their new-found wealth. 
Hence provision should be made against its flagrant misuse under 
certain specified conditions and limits as to time in any new Fed- 
eral law that may be passed to tax inherited property on a gradu- 
ated scale, as recommended by President Roosevelt. To him the 
country is primarily indebted for those investigations of long- 
standing corporate and other abuses which led to the passage of 
the new Federal laws governing corporations and certain in- 
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dustries and the enforcement of which is now alone necessary to 
prevent similar abuses in the future. 

So rapid has been the growth of the country, however, and 
so grandly prosperous its condition from Maine to Alaska, that 
the abuses discovered in railway management and in life in- 
surance and other institutions and industries have had no per- 
ceptible effect upon the nation as a whole. They have no more 
retarded its progress than they have lowered the general char- 
acter of the people for integrity and good citizenship. Nor have 
they affected the crops. 

The crops, I need hardly say, are the backbone of our national 
prosperity, for all wealth comes first out of the ground, and min- 
ing is infinitely subordinate to agriculture and farm products as 
a source of money power. For the last six years the farmers of 
this country have been reaping a well-earned, well-deserved har- 
vest of profits, and this year bountiful nature has capped the 
climax of their prosperity by giving them, among other abundant 
crops, the largest corn crop ever harvested. 

Whoever examines into conditions cannot fail to observe, as 
statistics infallibly show, that there is every evidence of this 
country’s phenomenal prosperity and development continuing in- 
definitely in the future, to the great profit, honor and glory of the 
American people. 

Just as true as is the Biblical saying that we cannot gather 
grapes from thorns nor figs from thistles is the gospel of wealth 
that tells us that so far from its being a fact that to have million- 
aires at one end of the scales means paupers at the other end, the 
very reverse is obviously true. All in the army or navy cannot 
be captains, generals or admirals, though all may hope ultimately 
to attain to such rank; so in business affairs all cannot be em- 
ployers, but all can hope to be, and the history of our country 
has given ample evidence that nearly all our great leaders in 
affairs have risen from the ranks. Moreover, those in the ranks 
may be as well off as those higher up. 

In a country where the self-made millionaire exists there is 
little excuse for pauperism. This is the result of either faults of 
character or physical incapacity. A comparison of the countries of 
low wages, like China, Japan, Russia, Germany and France, 
where millionaires are few and far between, with the United 
States, the country of highest wages will show that millionaires 
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can only grow amid general prosperity, and this very prosperity 
is, as | have shown, largely brought about by their energy and 
foresight. Their wealth is not made at the expense of the masses, 
but conduces to the welfare of the masses by the uses it is put to. 

In the vanished centuries power was attained by physical or, 
later, by military prowess—that is, the ability to outnumber, kill 
and impoverish others. He who commanded the most skilful 
fellow murderers had the greatest power and compelled the 
greatest respect. To-day that man has the greatest power who 
achieves the greatest business success. He is the great general 
or captain of this great industrial and commercial age. 

I have now been in Wall Street active business life for over 
fifty years, and during this long period I have been one of the 
moderate factors at that financial centre, and being thoroughly 
appreciative of all that has transpired and the development of 
material resources in this country and elsewhere, the scientific 
inventions and everything that goes to promote general advance- 
ment, I do not hesitate to say that the strides of progress and 
attainment have been greater during that period than during all 
previous generations. No. wonder that they have combined to 
make this the most advanced and powerful nation in the world. 

To further prove that all our working people have shared in 
the nation’s immense prosperity—from the humblest worker up— 
it may be stated that about 4 per cent. of the total wealth of the 
country is on deposit in savings banks. In 1906 the sum was 
nearly $4,000,000,000. This show an increase of nearly 800 per 
cent. in thirty years. 

My young friends, we cannot all be multi-millionaires, but we 
all have in this bountiful country a better chance than in any other 
of becoming one. Do not despise the man who is more successful 
than you are or abuse him behind his back, but try to find out his 
methods, and if commendable emulate them, and that may lead 
you to become at least a plain millionaire. Have faith in your 
God, hope for the best, and have charity for others, and all will 
be well with you. 





Brewery Accounting. 
By Otto A. GruNDMANN, B. C. S. 


Lager beer is storage or aged beer, the German word 
“Lager,” meaning storage, being used to designate beer, which, 
before it is in the proper condition for use as a beverage, has to be 
stored or aged in low temperatures to check the process of fer- 
mentation. For this purpose rock cellars (Felsenkeller) were 
found to be the most serviceable because in them the proper tem- 
perature could most easily be maintained. Lager beer was 
originally brewed only during the winter months and then placed 
in the rock cellars to age or lager (store) until spring, the time 
for putting it on the market usually being Palm Sunday or 
Easter. At the present time, however, as the result of scientific 
methods of brewing, of artificial refrigeration, of insulated stor- 
age rooms and a knowledge and appreciation of the laws of sani- 
tation, lager beer is brewed all the year round and with better 
results than by the old methods. 

The chief materials used in the manufacture of lager beer are 
largely malt, cornmeal or rice, and hops. Barley malt is barley 
which has been steeped or immersed in water until germination 
takes place, after which it is slowly dried by spreading in layers, 
turned regularly, and submitted to a gradually rising temperature. 
Its manufacture is now a separate and a very large industry, 
whereas formerly each brewery usually malted its own barley. 
Cornmeal or rice is usually employed with malt in order to give a 
more palatable product. Hops are used to give lager beer its 
peculiarly bitter flavor and to add to its palatalaenane, for beer 
without hops would be very sweet. 

One of the most important elements for the manufacture of 
good lager beer is a suitable water supply. It is claimed that one 
of the reasons for Munich’s reputation for the quality of its beers 
is due to the excellent water of the river Isar, which is so well 
suited to the purpose. Croton water is very satisfactory for 
brewing purposes because it is clean, soft and contains no lime 
deposit. 

The brewing industry is still an appreciable source of revenue 
to the government. The national internal revenue tax on malt 
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liquors is one dollar per barrel. There is also a brewer’s tax of 
$100 per annum, and in addition to this brewers are compelled to 
file a bond of indemnity based on the output of the brewery. The 
government controls the tax by requiring that all brewers keep 
in their breweries a daily record of the amount of beer brewed, 
the amount of beer sold and the amount of material purchased. 
From this daily report a monthly record is made up in duplicate 
and handed to the Internal Revenue Collector or his deputy, one 
copy being retained by the Collector and the other being for- 
warded to Washington. On the Ist of July of each year an 
annual report is made in the same way. All three reports must 
be signed by the principal or (if a corporation) by one of the 
officers. The daily report book and the monthly report sheet are 
countersigned by the Internal Revenue Collector or his deputy. 
It is from these reports that the government compiles its figures 
which give accurately the output and sale of malt liquors and the 
amount of its revenue. For the year ended June 30, 1905, the 
sales in the United States were 49,459,540 barrels and in New 
York State 11,060,407 barrels. 

There is furthermore a local liquor tax in most States. In 
New York the State tax is at present a graded one based on the 
population of the community, which makes the tax for the 
boroughs of Manhattan and the Bronx $1,200 per annum. This 
tax has to be paid by the retailer of liquors, but affects the brewer 
very much, as will be shown presently. One very important 
feature of the brewing industry, particularly in New York, is the 
amount of money the brewers are obliged to advance to the 
customers on chattel mortgage and similar security. In fact it 
is one of the conditions necessary for business. 

It is the accurate record and the proper accounting of these 
transactions that entail the most of the office work of a brewery, 
because the accounting for the manufacturing .and selling 
departments contain no very complex or difficult problems in 
accountancy. 

Having covered in a general way the main points which we 
are apt to encounter in the business for which we wish to con- 
struct a system of accounts and records, let us proceed to discuss 
the necessary books and records to be employed, bearing in mind 
that a system of accounts to give proper expression to the transac- 
tions of a business must not be unwieldy, yet must cover every 
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detail, that the various departmental records must exactly fit, one 
into the other, that the information desired must be at all times 
available, that the necessary internal checks must be provided to 
insure accuracy of work performed and that the system must 
admit of expansion should the necessity arise. 

The raw materials for lager beer, namely, malt, cornmeal or 
rice, and hops, are mostly purchased in large quantities and are 
contracted for in the fall of the year after the crops have been 
harvested and prices established. Coal is also usually made the 
subject of contract for the year’s supply. To properly control 
contracts we must construct a contract record which may be done 
either in a bound book, by the loose leaf method, or on cards 
properly ruled. On one side should be shown the full terms of 
the contract, viz., seller, correct designation of the article, terms 
of payment, time of delivery, etc., and the quantity contracted for. 
This information is obtained from the contract; or if the contract 
be made in triplicate by the carbon process, one copy is retained 
by the seller and two by the buyer, one copy of which is attached 
right to the contract record. On the other side are entered the 
deliveries as made on account of the contract, balance owing on 
account of contract, with space for any memoranda that may 
arise which might prove of value in making future contracts. 

After the goods are shipped the bill is received by the buyer 
and held until arrival of the goods. All material received ought 
to be weighed, and the weights entered on a goods received memo 
by the receiving clerk, who does not have charge of the bills. He 
signs this memo and vouches as to quantity and weight. He also 
enters the weights and quantities on a stock card, which must at 
all times show the amount of material on hand. The goods re- 
ceived memo then passes to the official or firm member in whose 
charge is the bill for the goods, who adds his O. K., attaches the 
goods received memo to the bill and turns it over to the book- 
keeper for entry on the invoice book and contract record which 
completes and preserves the record of the receipt of the goods, 
records the liability incurred and cancels that part of the contract; 
the bill is then filed and ready for payment. 

For all materials and goods purchased which are not subject 
to contract the method is similar, except that on receipt of goods 
the entry is at once made on the stock card and the triplicate order 
is O. K.’d by the receiving clerk and similarly handled. As ma- 
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terial which is in charge of the receiving clerk is needed in the 
various departments he delivers it upon requisition and enters 
the fact on hs stock card. 

A special record for gathering the information necessary for 
the manufacturing account may be ruled up and used to advan- 
tage. In this record, which we will call the stock book, will be 
shown on one side, inventory of material, including malt, meal, 
hops and coal, at the beginning of the month, to which is added 
the purchases made during the month. On the other side, which 
is subdivided into two sections, appears, first, the amount of malt, 
meal and hops used daily for brewing purposes as reported by the 
brewmaster, the balances being the material on hand at the end 
of the month, as substantiated by the stock cards. In the second 
section are shown the stock of beer on hand at the beginning of 
the month, to which is added the daily brewings as reported by 
the brewmaster, and against this the sales as shown by the sales 
book. The total of sales deducted from beer on hand and brewed 
gives the beer stock in the cellars at the end of the month. Water 
meters are read monthly and a record of the readings is kept to 
show charges for water. After transferring wages and supplies 
by journal entry, the manufacturing account is complete. 

Reference has been made to the invoice book through which 
all bills (as soon as the goods have been received and the bills 
have been properly O. K.’d) are passed. A form of book for this 
purpose, which has been found to give entire satisfaction where 
all or nearly all bills are paid within a month, is the following: 

The book is divided into two parts, debtor and creditor, and 
serves the twofold purpose of accounts payable account, of pur- 
chase creditor controlling account and purchase journal. All in- 
voices are entered on the creditor side in the total column which is 
the creditor side of accounts payable account, or purchase creditor 
controlling account. The amount is then entered in its particular 
distribution column, the total of which is charged to that par- 
ticular merchandise or expense account. When invoices are paid 
they are posted to the debtor side of the book by number and the 
difference between the debtor and creditor side shows the item 
of accounts payable and as such has to be included in the trial 
balance and balance sheet. Another column headed “ creditor to 
account ” is use on the debtor side for the purpose of transferring 
to the ledger any bill which is not to be paid within a month or 
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terial which is in charge of the receiving clerk is needed in the 
various departments he delivers it upon requisition and enters 
the fact on hs stock card. 

A special record for gathering the information necessary for 
the manufacturing account may be ruled up and used to advan- 
tage. In this record, which we will call the stock book, will be 
shown on one side, inventory of material, including malt, meal, 
hops and coal, at the beginning of the month, to which is added 
the purchases made during the month. On the other side, which 
is subdivided into two sections, appears, first, the amount of malt, 
meal and hops used daily for brewing purposes as reported by the 
brewmaster, the balances being the material on hand at the end 
of the month, as substantiated by the stock cards. In the second 
section are shown the stock of beer on hand at the beginning of ' 
the month, to which is added the daily brewings as reported by 
the brewmaster, and against this the sales as shown by the sales 
book. The total of sales deducted from beer on hand and brewed 
gives the beer stock in the cellars at the end of the month. Water 
meters are read monthly and a record of the readings is kept to 
show charges for water. After transferring wages and supplies 
by journal entry, the manufacturing account is complete. 

Reference has been made to the invoice book through which 
all bills (as soon as the goods have been received and the bills 
have been properly O. K.’d) are passed. A form of book for this 
purpose, which has been found to give entire satisfaction where 
all or nearly all bills are paid within a month, is the following: 

The book is divided into two parts, debtor and creditor, and 
serves the twofold purpose of accounts payable account, of pur- 
chase creditor controlling account and purchase journal. All in- 
voices are entered on the creditor side in the total column which is 
the creditor side of accounts payable account, or purchase creditor 
controlling account. The amount is then entered in its particular 
distribution column, the total of which is charged to that par- 
ticular merchandise or expense account. When invoices are paid | 
they are posted to the debtor side of the book by number and the 
difference between the debtor and creditor side shows the item 
of accounts payable and as such has to be included in the trial 
balance and balance sheet. Another column headed “ creditor to 
account ” is use on the debtor side for the purpose of transferring 
to the ledger any bill which is not to be paid within a month or 
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two at the latest and to take care of any deductions which are 
made on a bill subsequent to its entry on the creditor side of the 
invoice book. 

In the selling and delivery departments we find some con- 
ditions peculiar to the brewing business. We note first the fea- 
ture of loans which necessitates distinct and separate accounts 
with each customer to whom a loan is made. These loans, being 
secured by chattel mortgages, notes and chattel receipts, demand 
additional records for their collateral. 

When an order is received, whether by mail or telephone or 
through the driver, it is turned over to the shipping clerk, who 
makes out a cellar order slip to-which he attaches the exact num- 
ber of stamps the order calls for and sends it to the racking cellar. 
Here the stamps are attached to the packages and held ready for 
delivery to the drivers. No beer, therefore, is to leave the cellar 
unless the order for it is on record in the office and, in order to 
prevent any beer leaving the cellar unstamped or unrecorded, no 
beer must pass out of the cellar unless it be registered. For this 
purpose a register is attached to the elevator, if that be the method 
of taking beer from the cellars or to the door, slide or other 
method provided for this purpose. The difference in the register 
between the figures shown at night and in the morning will be the 
exact number of packages for which the shipping clerk has issued 
stamps and is shown by his day sheet return. 

After loading the beer on his wagon the driver receives a de- 
livery slip on which he is charged with the number of packages 
the load contains, which means that he has to return to the office 
signatures for that amount of beer delivered. With country ship- 
ments the driver receives duplicate bills of lading (the triplicate 
being retained at the office), one of which he returns to the office 
properly signed by the transporation company. Delivery slips and 
bills of lading after being O. K.’d by the shipping clerk are 
handed to the proper clerk for entry into the sales book, after 
which they are filed. 

The sales book is a loose leaf record with long and short 
leaves ; entries are made daily and proved in totals against the day 
sheet, extensions made weekly are proved against the daily totals 
and then posted to the customer ledger. The long sheets are 
used because names need then be carried over but once a month, 
the same as in a bank ledger. 
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After the customer ledger has been posted the bills are made 
out and proved in the following manner. All bills are itemized 
and consequently must be made out from the sales book; the 
memo books, with which the collectors are supplied, have only 
totals and hence are made up from the customer ledger. By now 
comparing bills with collector books each is checked and proved 
against the other. Postings to the controlling account in the 
general ledger are made once a month from the sales book. 

This method, if properly carried out, gives a thorough and 
complete record of sales, has furnished a bill to the customer so 
that he can compare it with his own book and enables the collector 
to be properly equipped with the information necessary for his. 
work; it is now in order to exercise the same control and check 
on collections and returns by collectors to the office. The col- 
lector, when making his returns, writes out in duplicate a “ collec- 
tion slip,” which contains on one side the full detail of each indi- 
vidual collection, and, on the other side a proot of the totals and 
an itemized record of the cash, checks, etc., which accompany it. 
The original goes to the bookkeeper, who first verifies the sheet 
as to the rates, calculations and footings and then posts to the 
ledgers. The duplicate, together with the cash, is handed to the 
cashier, who verifies the cash and its footings and enters the totals 
of the sheet into the cash book. 

The cash books are arranged on the columnar plan with sepa- 
rate columns for the controlling accounts, customers and sundry 
debtors, the totals being posted to these respective accounts at the 
end of the month, invoice and discount. This item appears sub- 
divided into three parts, viz.: Discount, Spending and P/S (Per- 
centage Standing or Discount credited). The first two parts are 
portions of the discount to which the customer is entitled, which 
are deducted by him and are therefore charges to Discount pure 
and simple; P/S, however, is a portion of the discount to which 
the customer is entitled but not deducted by him, is a part of the 
cash received but to be credited to the customer’s loan account 
and the total of this column is therefore a charge to Discount 
account and a credit to sundry debtors controlling account. 

All cash received is credited in the “ cash” column, all cash 
paid out is debited in the “ cash ” column; all checks paid out are 
debited in the “bank” column; deposits are credited in the 
“ bank ” column and debited in the “‘ cash ” column, so that when 


291 











The Journal of Accountancy. 


taking thé balance of the cash book the difference between the 
debtor and creditor side of the bank column represents cash in 
bank and the difference between the debtor side of cash and P/S 
and the creditor side of cash represents cash in hand. This 
method of course violates what is considered the best practice, 
viz., of depositing all moneys received, but where the proprietor 
himself handles the cash and wishes to have funds on hand for 
wages, etc., it enables him to take a proper balance and have an 
efficient check for cash and for bank. 

As has been stated before the original “collection slip” is 
handed to the bookkeeper for posting to the ledgers; the creditor 
side of the customer ledger is ruled exactly like the collection 
slip and is copied in full, giving an exact analysis of every account 
and permitting verification of the discount, a feature not to be 
overlooked when it is considered what an opportunity for dis- 
honesty the large discounts of this business offer. 

In the sundry debtor ledger each account is subdivided into 
its component elements by three different sheets of different 
ruling and color to give a better expression to the analysis of the 
account. The features to be expressed are: 

I. Chattel mortgages, notes, cash loans or advances, net beer 
bills transferred, etc. 

II. Liquor tax loans. 

III. Chattel charges secured by chattel notes or chattel re- 
ceipts such as ice houses, pressure outfits, and their maintenance, 
cash registers, tables and chairs, etc. 

The items to the credit of sundry debtor accounts which ap- 
pear on the “collection slip” are P/S and installments; the 
former item generally is a creditor to chattel mortgages and notes, 
and in the majority of instances the latter item is a credit to liquor 
tax loans. The third set of charges undergo few changes. 
Charges to the sundry debtor accounts are made from cash, 
journal and invoice books. 

The taking of the trial balance of the customer ledger is a very 
simple matter, because the summary of the balances of the sub- 
sidiary ledger must agree with the balance of the customer ledger 
controlling account. The trial balance of the sundry debtor 
ledger may be taken in the same manner or, if it be desired to 
show the amounts outstanding in each form of customer in- 
debtedness, the trial balance book will have to be ruled with three 
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columns or four and then the total of the three or the footing of 
the fourth must agree with the balance of the sundry debtor con- 
trolling account. The latter plan of course would also be of great 
service in calculating reserve, which is different for each class of 
loan. By using numbers the necessity of transcribing names into 
the trial balance books is obviated, or it can be entirely done away 
with and the balance taken with an adding machine. 

Although the taking of the trial balance of the subsidiary 
ledgers is proof of their being in balance it is still possible that 
two items of like amount on opposite sides may have been omitted, 
which has not been revealed by the trial balance. Mistakes of 
this kind may be detected in the trial balance of the general 
ledger where, by virtue of the fact that the accounts are fewer in 
number, the trial balance without the use of much extra time and 
work may be taken in totals as well as balances, and the footings 
of these totals positively proved by agreement. By adding to 
the totals of the general ledger accounts for the preceding month 
the totals of all the books of original entry, the grand total must 
agree with the totals of the accounts of the general ledger. 

As stated at the outset the general accounts offer no complex 
or difficult problems to the accountant because the business in the 
main is one of simple manufacturing and, if he understand and 
comprehend its nature from the explanations given, the remain- 
ing general accounts that are necessary will readily suggest 
themselves. 





Some Details of Machine Shop Cost Accounts 


By JoHN WHITMORE. 


It may be well for me to reply, as briefly as possible, to Mr. 
Murdoch’s criticism of the articles written by me which have 
recently appeared in THE JouRNAL. Mr. Murdoch takes up 
practically the single matter of the machine rate as I have de- 
scribed it and makes one general criticism of it, namely, that it 
is “too involved to be practicable,” and a second, of which he 
later gives specifications, that it is “in parts not sustainable on 
sound principle.” I will take up these specifications one by one. 

Mr. Murdoch’s first objection is to the floor-space item as 
part of the machine rate. He says “the site and buildings have 
presumably been acquired as much for the purpose of sheltering 
and accommodating the employees and storing materials as for 
affording floor-space for the machines.” Mr. Murdoch will find 
that I have distributed the floor-space expense to storage, factory 
offices, general offices, non-machine space in shops, and machine 
space. His objection is presumably narrowed down to my treat- 
ment of the machine space. I have included it in the machine 
rates on the basis of the space occupied by the respective ma- 
chines. This seems to me so obvious and simple a thing that it 
is almost inevitable if one attempts to distribute the charge in 
accordance with actual conditions. Whether Mr. Murdoch 
counts up men or machines, or both, or adds up machine hours 
or rates, or machinists’ hours or wages, I doubt that he will 
evolve a basis for this distribution which because of superior 
simplicity or accuracy will supersede the one I adopted, and did 
not originate, and was glad to adopt. 

The second objection is to the inclusion of crane service in 
the machine rate. Mr. Murdoch claims a parallel between this 
expense and the expense of laborers handling materials. Cranes 
are used for handling the heavier materials. They have to be 
operated by men; they do not dispense with men’s labor. They 
appear to be manifestly a special and additional expense of 
handling heavy materials, and I believe actual observation of the 
work will leave no doubt of the fact. Mr. Murdoch says “a 
crane is a machine, and its time should be reported as such, 
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and either charged along with other machine time direct to the 
job, or assessed as a general labor charge over the direct labor.” 
Here are two radically different methods: one to treat it as a 
direct job cost, the other as general indirect expense. I believe 
the first, by the method suggested, is quite impracticable, that is 
if the actual expense of the crane is to be absorbed and equitably 
divided between jobs; and I believe this result is accomplished 
in the same full sense by the method I suggested, which calls for 
no separate record of crane operations and so is far simpler. 
And I believe the alternative treatment suggested by Mr. Mur- 
doch is wrong, unless there were in some rare cases such equal 
conditions throughout a shop that scarcely any averaging of 
expenses could be erroneous. ‘ 

Mr. Murdoch goes on, “ similarly we dispose of his item No. 
8.” This is superintendence which is special to a limited number 
of machines. Mr. Murdoch wants a direct distribution. All 
superintendents, however, insist that they cannot record their 
time as between separate jobs, and I think they are clearly right. 
Moreover, for reasons it would take some time to go into fully, 
such a record would be of little, if any use. The method I 
adopted charges the proper expense of superintendence to each 
machine as operated, and to idle shop capacity as machines are 
idle, by the simple use of the machine rate. It seems to me a 
perfectly satisfactory method of distributing an expense which 
it is a little difficult otherwise to deal with justly. I am indebted 
for it to two separate sources. The first is Mr. Hamilton 
Church’s articles in the Engineering Magazine, to which I have 
alluded at some length; the second is the quite independent 
suggestion of a shop manager who was carefully considering the 
distribution of his machine costs. 

Mr. Murdoch then comes to my “ final stumbling block.” It 
is manufactured out of queer materials, including the assump- 
tion that I proposed to capitalize the same expenditure twice, 
charge interest twice, depreciation twice, the same repair expen- 
diture twice! And this in a system of accounts in which it is at 
least proposed that plant inventories, stock accounts, and costs, 
shall be balanced with the commercial books! 

Under the heading “Interest on value of machines” Mr. 
Murdoch quotes me as saying that the inclusion of this in costs 
is a method of my own. Mr. Murdoch is curiously mistaken in 
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attributing the statement to me. If he will read the first of the 
series of articles of which he is criticising certain details he will 
find more than one plain statement to the contrary of what he 
represents me as saying. 

Finally Mr. Murdoch objects to applying the depreciation 
percentage to diminishing values. The reasons for doing it are 
two. First, that while an old machine may do the same work 
as it did when it was new, the work is unlikely to be of the same 
value, because when a machine is new it is generally competing 
with older and less advantageously designed machines, and when 
it is old it is generally competing with newer and more advan- 
tageously designed machines. And second, if a machine as it 
grows older is maintained at its original efficiency it is by means 
of an increasing repair expense, and there is some hope of equal- 
izing this by a diminishing depreciation charge, so that at least 
the operation of the old machine shall not enter into the cost of 
products with a higher machine charge than the operation of 
the same machine new. The argument would have the same 
force if we were not considering detailed costs, but only the 
general profit and loss account. 

And as to the charge “too involved to be practicable,” that 
is a matter best judged by actual test. If one actually does a 
thing and comes to know both cost and result, one is in a pretty 
fair position to decide what is worth while and what is not. 

I may say in conclusion that I do not think Mr. Murdoch’s 
criticism, or in consequence, this reply, has any but a slight bear- 
ing upon the articles criticised. In those articles I endeavored, 
with whatever success or failure, to work out a consistent scheme, 
the scope of which I indicated in the first of them. I have reason, 
as I have pointed out, to believe that Mr. Murdoch did not read 
the first article, and he did not wait for the last. Under the 
circumstances, his understanding of the matter criticised is 
necessarily limited, and his criticism practically one of isolated 
details. 





*The Accountant of 1917. 


By E. W. Setts, C. P. A. 


The American Association of Public Accountants, composed 
of the various state organizations, is today the representative body 
of public accountants in this country. Its membership ten years 
ago numbered about 80. There were a few scattered practicing 
public accountants not members of the Association which would 
bring the total number up to about 100. The Association now 
has a membership of about 700, and it is estimated that the 
practicing public accountants not members of this Association will 
bring the total at this time up to about 1,000. If the same ratio 
of increase in the number of public accountants continues there 
will be about 10,000 practicing ten years hence. I believe that 
most of the increase in number in the profession in the future 
will come from your school and from other schools organized and 
conducting their work along lines similar to those of the School 
of Commerce, Accounts and Finance. 

The American Association of Public Accountants’ Committee 
on Legislation is doing commendable work in its effort to guide 
the state societies in their endeavors to secure legislation, but 
great difficulty is being experienced in the effort to obtain ample 
and uniform laws in the various states to provide for the ad- 
mission of certified public accountants to practice and to regulate 
such practice. Laws have been enacted in New York, Pennsyl- 
vania, Illinois, Maryland, California, Washington, New Jersey, 
Michigan, and Rhode Island. These laws authorize the issuance 
of certificates, by educational and other boards, for the degree of 
Certified Public Accountant, and make it a misdemeanor for any- 
one not so authorized to use the initials or any other words or 
letters to indicate that the person using them is a certified public 
accountant. 

Some of these laws, however, do not provide for reciprocity 
between states. Others provide for the issuance of certificates to 
certified public accountants of other states having equally high 
standards and where reciprocity is likewise provided for. In 
Pennsylvania the Board of Examiners has ruled that it has the 
power to give a certificate to an accountant in active practice in 


*From an address at the Annual Dinner of the students of the New York Uni- 
versity School of Commerce, Accounts and Finance. 
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that state who holds a certificate from another state. The New 
York law makes no provision for reciprocity. It is a mis- 
demeanor for a certified public accountant of another state to 
style himself a certified public accountant and practice in this 
state. ‘ 

There remain many states with no laws relating to public 
accountants and there is no prospect of obtaining such laws in 
most of them as there are but few practicing public accountants 
located permanently in such states to look after legislation. The 
difficulties experienced in obtaining satisfactory state recognition 
and legislation will it is hoped disappear in the next ten years. 

The profession of accountancy needs Federal recognition and 
regulation. The practice of public accountancy is to a very large 
extent interstate. All large firms of public accountants practice 
in most of the states—in some cases in other countries. These 
firms are organized with facilities for conducting their work in 
various states. You will find well known firms having offices in 
from three to eight cities, including New York, Philadelphia, 
Boston, Baltimore, Pittsburg, Cleveland, Chicago, St. Louis, St. 
Paul, Minneapolis, San Francisco, Los Angeles, and London. 
When a firm of accountants engages to make the audit of an 
industrial concern, with factories, warehouses, and sales agencies 
in many states, the facilities of the accountants’ respective offices 
in different cities are utilized simultaneously on the work. 

In the practice of the professions of law and medicine no such 
confusion exists nor is the practice, generally speaking, of the 
same interstate character as that of the profession of accountancy. 

It appears therefore that it is reasonable for the accountant 
to hope for Federal recognition and regulation. If public ac- 
countancy grows as the demand for auditing and publicity at this 
time suggests, it should be an accomplished fact within ten years. 

There is no legislation now requiring the services of public 
accountants. The recent banking act in New York provides that 
the Board of Directors of every bank and trust company, in the 
months of April and October, shall examine or cause a committee 
of at least three of its members to examine fully into the books, 
papers, and affairs of the bank or trust company of which they 
are directors and particularly into the loans and discounts thereof, 
and that such directors shall have the power to employ such 
assistance in making such examination as they may deem neces- 
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sary. The services of public accountants are now being utilized 
by some of the committees of directors of banks and trust com- 
panies in the state to assist them in making the examination. 

In Massachusetts there is a law requiring corporations to file 
with one of the state departments a balance sheet and other state- 
ments duly certified to by an auditor appointed by the corpora- 
tion for the purpose. There is no law, however, creating a public 
auditor and no state regulation of the profession of public ac- 
countancy, so that the auditors thus appointed are only such in 
name, not necessarily accountants qualified to pass upon the con- 
dition of the accounts. Some of the corporations, it is well 
known, often use a man manifestly not qualified—in some cases 
it is known that they have used the porter of their establishment— 
to serve as the auditor. The corporations so certified in many 
instances are subject to interstate regulation. 

It would be well if within ten years the Federal and State 
Laws required auditing of all corporations and public institutions 
by qualified and duly regulated public accountants. 

As the demand for accountants grows so must the supply. It 
is a liberal estimate to make at this time that only about Io per 
cent. of the work that should be done by public accountants is 
done. Where there are less than 100 railroads whose accounts 
have an independent audit there are goo more that should have. 
The percentage of banks that should be audited by public ac- 
countants to the number that are being audited is even greater. 
This is true of manufactories and other institutions, to say noth- 
ing of the commercial houses, and the wholesalers and retailers 
of various commodities. 

It may be confidently predicted that during the next ten years 
the ratio of corporations and firms that are audited to those that 
are not audited will materially increase, whether laws are enacted 
requiring auditing or not. 

The Gridiron Club, at their dinner held in Washington re- 
cently, undertook to portray national conditions ten years hence. 
Their projectoscope showed an emperor on a throne surrounded 
by his ministers. Education will be the public accountant’s king 
ten years hence, and, instead of ministers, will be surrounded by 
high ideals, good work, professional ethics, and loyalty. There 
will be no jester for ten years, hence the accountant will be, as at 
the present time, absorbed in serious problems. 
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EDITORIAL. 


Business Methods of the Government. 


Secretary of the Treasury Shaw has appointed a “ committee 
on business methods,” concerning which the official announce- 
ment says: “It shall be the duty of this committee to report to 
the Secretary personally, as he may direct, plans for new methods 
of routine business or changes in systems of bookkeeping, corre- 
spondence, filing and office procedure generally, as well as to 
undertake specific duties within its field assigned by the Secre- 
tary. It will be the duty of the committee to know thoroughly 
the business methods prevailing in the various offices of the 
department, to investigate them when necessary, and to recom- 
mend on its own initiative advisable changes or modifications.” 

This is a step in the right direction, and some good will un- 
doubtedly be accomplished, yet anyone familiar with the so-called 
business methods prevailing in the departments, and with the 
conditions governing the appointment and retention of employees, 
will not easily become optimistic. Government employees, no 
matter how much initiative they possess at the outset, soon fall 
into ruts, and after a few years in the service are usually con- 
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vinced not only that they are earning a great deal more than their 
salaries, but also that their methods are infinitely superior to any 
that could be devised by an outsider. To them accuracy is only 
another name for circumlocution, and the only invincible foe to 
error is red tape. So long as the details of governmental busi- 
ness are handled in the main by men who lack initiative, hope and 
ambition, it is folly to expect results that would be satisfactory 
to the average business man. The Government’s business will 
probably never be transacted with the greatest possible dispatch 
and energy. From the nature of the case that cannot be expected. 
Nevertheless, there is no reason why the business methods and 
accounting systems employed by the Government should not ap- 
proximate those of the business world. But this cannot happen 
unless somebody is charged with the duty of attending to it. The 
Committee on business methods in the Treasury Department 
ought to be the most wide-awake committee in Washington. If 
it is anything else than that, it will not do its work well. The 
personnel of this committee should be frequently changed. Men 
who have proved their executive capacity in actual business should 
be persuaded to serve upon it, although, to be sure, the services 
of such men cannot be obtained except at a financial sacrifice on 
their part. 


The Committee on Department Methods, commonly known as 
the Keep Commission, has recently published a brief “ Primer on 
Cost Accounting in Government Work,” which was prepared by 
a sub-committee, of which Mr. N. F. Webster, Jr., is chairman. 
This brief treatise contains a helpful bibliography and is to be a 
sort of guide in the hands of administrative officers in the various 
departments of the Government service. It is announced that an 
elaborate cost accounting system is about to be installed in the 
Government printing office. Such a system has already been in- 
stalled in the Mint Bureau, and it is proposed that in the near 
future plans shall be perfected making it possible to ascertain the 
exact cost of every article which the government manufactures. 
The task which this Commission is performing is most important, 
and THE JouRNAL takes pride in the fact that the best accounting 
talent in this country, through the medium of a committee of 
the American Association, is generously co-operating in the work. 
The final result ought to be a system of cost accounts that will 
stimulate efficiency in the Government service. 
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A New Department. 


The editors of THe JourNAL are inclined to think that a con- 
siderable amount of useful literature of business goes to waste 
every month, or at least fails to reach the men who would value 
it most. With the idea of saving from the waste-basket articles 
that would interest and help accountants, they present in this 
issue a critical review of a few recent contributions to the trade 
periodicals. If the new department proves worth while, it will 
be continued from month to month. Whether its existence will 
be justified or not depends largely on the quality of the articles 
which can be discovered and summarized for our readers. 

Mr. Barrett, who is to conduct the department, says that there 
is a “ surprisingly large output ” of magazine literature concerned 
with business subjects. In fact it is literally true that tons of 
original articles appear every month. The newspaper directories 
list hundreds of periodicals dealing exclusively with various lines 
of business. In all these lines accountants ought to be and gen- 
erally are much interested, for they realize that their success de- 
pends largely on their wide and accurate knowledge of com- 
mercial and manufacturing practice. Yet in spite of the great 
quantity of possible material, there is a question as to whether 
enough valuable articles can be picked out of the whole mass to 
maintain a useful department. 

A glance over the situation suggests that something must be 
wrong with the business of making business literature. The 
United States excels every other country in the world in the 
economy and efficiency of its commercial operations. Why does 
not its literature of business show a similar superiority? 

Nearly every writer in the trade and general business peri- 
odicals belongs to one of three groups. He is a business man— 
young or old—possibly keen to observe and quick to do the right 
thing, but wholly untrained in consecutive thought and ex- 
pression; he is a newspaper or magazine man with a painfully 
superficial knowledge of business; or he is an economist afflicted 
with the common itching of economists to generalize on the basis 
of abstractions. The few writers who escape from these three 
categories or some combination of them will find themselves 
quoted at times in THE JouRNAL’s new department. 

It would seem, granting that these premises are true, that 
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“business ought to be studied and written up from a new point of 
view. Apparently there is no great demand among high-grade 
business men for entertaining, but fanciful, articles of the “ fact- 
story ” order; nor for the thin abstractions of economic theorists ; 
nor for scrappy, inconclusive contributions from busy men of 
affairs. What is really needed and called for is a thorough- 
going, scientific, inductive treatment of business problems. Such 
a treatment would start with a wide range of concrete facts about 
current practice and would from analysis and comparison of these 
facts derive valuable conclusions. In some such manner the best 
methods of handling credits, of making freight rates, of selling 
goods, of dealing with employees, might be scientifically 
investigated and decided. 

Who is to perform such a task? It must be done by men who 
combine business experience at first hand with scientific habits of 
thought, who possess both breadth of view and accuracy of infor- 
mation. No body of men answer this description better than do 
the leaders of public accountancy. They have an unequaled 
command over the facts of business. They should understand 
better than anyone else the scientific classification of those facts. 
From them should come the broadest, most vital and most 
thorough books and articles dealing with the facts. 

THE JOURNAL oF ACCOUNTANCY has printed many and will 
print more of such articles. In addition we trust that in the new 
department we may be able to quote other articles by accountants 
which are scientific without being abstract. 





In line with our suggestions from time to time that accountants gen- 
erally should take an active part in the public movements of their local 
communities and should contribute their own experience and professional 
knowledge freely, we note with pleasure that in the discussion in Boston 
recently of plar:s for improving the municipal government the Massa- 
chusetts accountants have been prominent. At a dinner of the Economic 
Club of that city, on January 12, Mr. Harvey S. Chase made an able plea 
for uniformity in municipal accounting as a check on dishonesty and in- 
competency. Our Boston friends are on the right track. If their example 
were followed in other cities, the day when accountancy would be publicly 
recognized as a standard profession would not be far distant. 





This is not the only agreeable news item that has come from Massa- 
chusetts lately. The accountants of that state have had presented to the 


303 





The Journal of Accountancy. 


State Legislature a draft of a C. P. A. bill, which is reprinted on- 
another page, and are prepared to argue vigorously for its passage at the 
present session. The chairman of the Committee on Legislation, Mr. 
William Dillon, 23 Court Street, Boston, Mass., would be glad to receive 
suggestions and criticisms of the proposed bill. We trust that Massachus- 
etts will soon take its place with the eight states which now grant the 
C. P. A. degree. 





We present in this number an article by Mr. Henry Clews, the well- 
known Wall Street banker, dealing with the danger in great fortunes 
and in corporate wealth. Accountants will be interested especially in 
Mr. Clews’ assertion that complete publicity must be given to the opera- 
tions of all corporations. Such an opinion from a man of Mr. Clews’ 
high standing and affiliations is significant. Public opinion, even in Wall 
Street, seems to favor letting in more daylight. 





If our editorial brethren across the water do not take care, there is 2 
possibility that their publications will be denied the use of Uncle Sam’s 
postal machinery. We refer to the literary ammunition being employed 
in the war between the journals representing the Scottish Chartered 
Accountants and the English Institute. It appears that a member of the 
Institute, in a post prandial speech last December, solemnly forswore 
his inherited allegiance to free trade, and advocated the imposition of 
an import duty on the heads of Scottish Chartered Accountants. From 
some yellow source a rumor had arisen to the effect that “one hundred 
Scottish Chartered Accountants were likely to become members of the 
London Chamber of Commerce.” In face of this awful peril the London 
Accountant said things, and now The Accountants’ Magazine, of Edin- 
burgh, declares that “the sentence with which the Accountant concludes 
its article on the alarming and mysterious proceedings of Scottish Char- 
tered Accountants is an example of fatuous self-importance, which is 
probably unique in journalism.” If our memory serves us right, “ fatuous 
self-importance” as a dum-dum expression of editorial courtesy was copy- 
righted in this country by a Montana editor less than ten years ago. Hence 
foreign editors who desire a circulation here should never use it except 
under the protection of quotation marks. 











Reviews of Corporation Reports. 
Conducted by THOMAS WARNER MITCHELL. 


Corporate control is of three kinds, viz. : (1) the control exercised by the stock- 
holder, (2) the control exercised by the board, (3) the control exercised by the officer. 
The purpose of accounts and reports is to make control intelligent. Do the reports 
rendered to stockholders contain such information as will enable them to exercise in- 
telligent judgment with respect to the fidelity, efficiency and economy of corporate 
trustees and agents? This is thc viewpoint of criticism and analysis appearing in this 
department of THE JOURNAL. 





The Southern Railway Reports. 


Thirteen years ago there emerged from the hands of the receiver 
and from the pruning process which goes on during the progress of finan- 
cial reorganization, the property of the present Southern Railway Com- 
pany. At the date of the reorganization, the property, which comprised 
an intricate network of railways spreading all over the South, was in a 
wretched physical condition. The rails were light, many of them iron, 
or even the old strap iron; the trestles were wooden and old; the road- 
bed was poorly ballasted and grown up to weeds; and the equipment was 
light and antiquated, some of the locomotives being survivors of ante- 
bellum days. The property is not yet in the best condition, but great 
efforts have been made to improve it, and its earning power is much 
stronger now than formerly. 

Slightly rearranged, the Southern’s income statement for the three 
years is as follows: 


























1906 1905 1904 

Gross Earnings.............. $53,641,439 | $48,145,108 | $45,109,777 
Operating Expenses.......... 38,274,102 | 33,700,714 | 31,715,582 
eee 15,367,337 14,444,394 13,394,195 
Other Income............... 1,214,125 1,379,472 1,138,419 
Gross Income............... 16,581,462 15,823,866 | 14,532,614 
Fixed Charges............... 11,352,396 | 10,672,234 | 10,352,214 
Cent cndensatecesas 5,229,066 5,151,632 4,180,400 
Dividends on Pref. Stock..... 3,000,000 3,000,000 3,000,000 
Appropriation for betterments, 

improvements and ‘charges 

not capitalized............ 999,827 1,056,549 773,806 
Balance to Credit of Profit 

and Loss for the year...... 1,229,239 1,095,083 406,594 
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Two of the above items, “operating expense” and “fixed charges,” 
will not be found to correspond with the same items in the company’s 
reports. The company lumps operating expenses and taxes together, 
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making that item nearly $1,500,000 larger, and fixed charges that much 
smaller than the two amounts stated above. The reason for this is not 
known. In some cases, like that of the Illinois Central, whose taxes 
consist of a 7 per cent. tax on its gross earnings, these taxes might be 
considered as analogous to an operating expense. Usually, however, 
they are considered like interest on the funded debt—a fixed charge. 
This is done in the above. 

In the form in which the above data are presented, they make a not 
unfavorable showing. Since 1902 the gross earnings have increased from 
$37,712,248 to $53,641,439, or 42 per cent.; the net earnings from $12,076,- 
229 to $15,367,337, or 27 per cent.; and the net income available for 
dividends from $3,600,897 to $5,220,066, or 45 per cent. In addition to 
paying 5 per cent per annum in dividends on the preferred stock the 
company has been able to expend, in round numbers, from $135,000 to 
$1,000,000 a year in betterments and improvements, and still carry a 
somewhat larger amount to the Profit and Loss or surplus account. A 
total surplus, exclusive of these betterment expenditures, of $8,241,744 
has been accumulated since the reorganization in 1894. However, an ab- 
solute increase in the gross and net earnings does not always indicate 
similar increase in the financial strength of a company, and especially in 
the value of its shares as investménts. Although earnings have been 
increasing, so also has the company’s mileage. The increased earnings 
might be due to the increased mileage, indicating that the company was 
not benefiting by the present period of great prosperity; if this were so, 
what would become of its earnings when a period of industrial depres- 
sion sets in? In other words, a table showing the average earnings, 
operating expenses, fixed charges and net income per mile of road oper- 
ated would better indicate the trend of the company’s finances than does 
the above table. The presentation of this table of averages will be de- 
ferred, however, until the company’s maintenance provisions have been 
investigated. 

The stockholders of no railroad company should take the statements 
contained in its Income Account strictly for granted. This is not in- 
tended to reflect upon the honesty and veracity of railway managements, 
but as a caution against those managements which, honestly believing in 
the future of their roads, frequently present conditions in a too favorable 
light. A company may state its earnings for the year at ten millions; 
to get this it has had to sell transportation and pay the cost of furnishing 
the service, i. ¢., operating expenses. A very large element in these is 
the cost of maintaining the property in good operating condition. During 
“bad times” the allowances for maintenance aré frequently insufficient 
to keep the property up to standard, a fact which reflects itself in an 
overstatement of net earnings for the time. During “good times” the 
reverse is apt to be true, the maintenance allowances being more than 
sufficient, resulting in an understatement of net earnings. These tenden- 
cies even themselves up, perhaps, in the long run, but the stockholders 
should investigate each individual case for themselves. To illustrate the 
method of investigation: 
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1906 1905 1904 

Total Maintenance of Way...| $7,122,355 | $6,458,859 | $5,706,356 
Repairs and Renewals of Loco- 

IG wa eais eo ch stim es 8 3,548,345 3,063,331 3,172,710 
Repairs and Renewals of Pas- 

IT CIB ong ons Kno ciciess 883,845 868,393 808,580 
Repairs and Renewals of 

Es 6.4 50 5 « San ua 4 3,601,576 3,091,482 2,879,039 
Ave. No. miles of Railway 

EE ne rer y 7,373-98 7,198.99 7,164.39 





This data is found in the table of operating expenses in detail. It 
is not yet in the most useful form, since all quantities are stated as ab- 


solute quantities and not as averages. 


By stating the expenditure for 


maintenance of way as an average expenditure per mile of road operated, 
we shall be able to compare this company’s allowance for maintenance 
of way with that of others; this average will be obtained by dividing the 


last line of the above table into the first line. 


Before the expenditures 


for repairs and renewals of locomotives, passenger and freight cars can 
have any meaning, they must be stated in the form of an average per 
locomotive or car, per year, or an average expenditure per mile run of 
locomotives, passenger cars and freight cars respectively. The following 
data is a necessary complement to the foregoing: 





1906 





No. of miles run by Loco- 
Is aia k's das wh ad ele 
No. of miles run by Passenger 
et Sed pms winaed 
No. of miles run by Freight 
RES oe cao eee sells ees 





44,871,992 
74,902,889 
383,405,869 











1905 1904 
41,063,914 | 39,512,378 
72,024,235 67,124,539 

355,894,716 | 329,919,991 








This data is obtained from the tables of traffic statistics found in each 


annual report. 


gleaned from another part of the reports, is also given: 


Before putting the above to use the following data, 








1906 1905 1904 

New Steel Rail relaid in Track, 
75-Ib. rail, tons. me 21,085 20,018 8,491 
80-lb.  “ ahha 28,078 15,590 20,936 
NG iT ie TD des at ahg w wie ae 18,768 6,226 9,716 
Miles of Road relaid......... 542.8 372.3 311.3 

No. of Crossties relaid........ 
In Main Track............ 2,505,342 2,557,892 2,561,181 
In Side Track............ 268,583 277,757 235,644 
Ave. per mile of Main Track. . 364 380 383 
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The rail and tie renewals are two important items in the total main- 
tenance of way. The number of miles of track represented in the rail 
renewals is stated in the reports; if it had not been thus stated it could 
have been obtained from the designated tonnage of rails as follows: a 
75-lb. rail is one which weighs on the average 75 lbs. per yard; it re- 
quires 117.9 tons (2,240 lbs.) of such rails to lay a mile of single track. 
Similarly, it requires 125.71 tons of 80-lb. rail and 133.59 tons of 85-lb. 
rail to lay a mile of track. Thus the 21,085 tons of 75-lb. rail used in 
1906 are equivalent to 178.85 miles of track, the 28,078 tons of 80-Ib. rail 
to 223.35 miles, and the 18,768 tons of 85-lb. rail to 140.51 miles, a total 
of 542.8 miles. 


To make use of the tie statistics we must know the average number of 
miles of single track operated during each year, i. e¢., must separate 
the main from the side tracks. In the first part of the reports, which is 
presented in somewhat popular form, the “average number of miles 
of single track maintained” is stated at 6,885.15 miles, 6,731.03 miles and 
6,720.19 miles for the years 1906, 1905 and 1904, respectively. These 
quantities may be used as divisors, corresponding to which the numbers 
given of cross ties relaid in the main track are the dividends. The re- 
sulting average number of ties relaid per mile of main track would be 
the same as those given above, namely, 364, 380 and 383, respectively. 


The quantities given in the table of statistics of locomotive, passenger, 
and freight car mileage are to be used as divisors, the dividends corre- 
sponding to which are the expenditures for maintenance of these classes 
of the equipment in the earlier table. For instance, dividing $3,548,345 
(the expenditure for repairs and renewals of locomotives in 1906) by 
44,871,902 (the total number of miles run by locomotives) we find that 
the average expenditure per mile run for repairs and renewals of loco- 
motives was 7.91 cents. Assembling the results of all these computations, 
not only for the three years covered by the above data, but for 1902 and 
1903 as well, the table shown on the next page is obtained. 


Some explanation of the first item, maintenance of way per mile, is 
needed. The average mileage operated in 1906 was stated at 7373.98 miles. 
This includes an average of 488.83 miles of road on which the Southern 
had mere trackage rights, paying a rental therefor; the maintenance 
cost was borne by the owners. This leaves an average of 6885.15 miles 
to be maintained by the Southern. The same observations apply to the 
mileage figures of the preceding years, the mileage maintained in 1905 
being 6,731.03 miles, in 1904, 6,720.19 miles. 

The figures for repairs and renewals of freight cars differ widely from 
those given by the company itself; the latter, for the years 1906 back to 
1902, in order, are, 1.64 cents, 1.44 cents, 1.39 cents, 1.36 cents and 1.31 
cents, respectively. These, however, as stated in the reports, are the 
cost of maintenance per mile of system cars, i. e., cars owned by the 
company and its subsidiaries; that is, the company has used as a divisor, 
not the total number of miles run by all cars, both system cars and 
those belonging to other companies, over the Southern Railway lines 
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during the year, but only the number of miles run by system cars alone; 
further, it seems probable that while the stated maintenance expenditures 
include the cost of maintenance of all system cars, whether at home or 
running on foreign lines, the divisor includes only the miles run at 
home. This would account for the large differences between the two 
series of figures representing cost of maintaining freight equipment. It 
is customary, however, to use the total mileage of all cars, domestic or 
foreign, as the basis of computation, and, for the purposes of comparison, 
the figures given in the table will be retained. 

We may now interpret these results. During the last five years the 
average expenditure per mile of road for maintenance of way has been 
$943.46. This seems somewhat low. The average allowance made by a 
number of other roads is a little more than $1,000 per mile; the Southern’s 
allowance is probably at least $60 per mile, or 6 per cent. short. This 
allowance has been increasing each year, however. During the same 
period an average per annum of 341.9 miles of new steel rails have been 
laid down; this is 5.1 per cent of the average mileage (6,688.49 miles) 
operated during this time. In other words, assuming that all these new 
rails are laid down merely to replace old rails that have worn out, the 
company is replacing its rails at a rate which assumes that they will last 
about 19.36 years. Some apparently strong companies allow an equal or 
greater length of life for their rails; on the other hand, some conservative 
companies allow only ten years; the average is about fifteen years. The 
Southern Railway is reputed to be a road of many sharp curves and 
heavy grades; we should expect a shorter life of a rail on such a road, 
than on a road with less curves and grades. The rapidly ascending 
mileage of rails laid down, from 202 miles, or 3 per cent. of the total 
mileage in 1902, to 542 miles, or nearly 8 per cent. in 1906, may be taken 
to indicate that the Southern is improving the character of its road as 
rapidly as its earnings will permit. 

In the above it is assumed that the rails laid down merely replaced 
old rails taken up. The manner of presentation in the company’s reports 
is calculated to convey this impression, since the statistics of new steel 
rails laid down are given under the heading of “ Maintenance of Way and 
Structures.” Yet the language of the report is that “ New Steel Rail was 
laid in the track,” not “ relaid”; 286.99 miles of new line were added to 
the Southern’s operated mileage during the last year, a part of which 
represented new construction. It is impossible to ascertain from the report 
whether any of this new mileage is represented in the 5428 miles of 
new steel rail laid down. ; 

Attention has been called to this because the company’s reports are 
ambiguous in another similar respect. Under the head of “ Maintenance 
of Equipment” the company accounts for an increase of 148 locomotives, 
as follows: added during the year, 171; retired by condemnation or sale, 
23; net increase 148. One might infer from this that the company had 
bought 171 locomotives and charged their cost to maintenance, or 148 
locomotives more than was necessary to maintain this branch of the 
equipment, representing a betterment of the property; or that the cost 


310 













Corporation Reports. 


of 23 locomotives had been charged to maintenance and the cost of 148 
to capital. In another section of the report it is learned that the company 
contracted and paid for, by issuing equipment trust bonds and cash, 198 
locomotives, of which only 93 were delivered. The cost of these 93, and 
in fact, of the 198 locomotives, and of equipment purchased in the same 
manner in the past, is carried as an asset in the balance sheet, under the 
title of “Southern Railway Trust Equipment,” and is offset among the 
liabilities by an equal amount of “ Equipment Obligations.” The cost of 
57 locomotives was charged to “Cost of Equipment,” that is, to Capital. 
This leaves the cost of 21 locomotives, two less than the number disposed 
of to be accounted for in the maintenance charges. However, as the 
various series of equipment obligations mature and are paid off, an equal 
amount is written off from “Southern Railway Trust Equipment” and 
charged to maintenance. More than three millions of dollars were written 
off in this manner during 1906, and charged to maintenance, not merely 
of locomotives, but of all classes of equipment. Thus the company has 
been charging the cost of the greater portion of its added equipment, 
temporarily to capital, but eventually and gradually to maintenance. This 
fact accounts in large part for the high cost per mile run of maintaining 
locomotives, and in fact, all classes of equipment. 

The cost per mile run of maintaining locomotives was 7.91 cents for 
1906; it averaged 7.45 cents for the last five years, or omitting the rather 
low figure for 1902, 7.90 cents for the last four years. The similar costs 
to other roads usually range from 6 to 7 cents per engine-mile. The 
Southern’s allowances are probably 20 per cent. larger than the average. 
The same is true of the allowances for maintenance of the passenger 
equipment, which averages about 1.22 cents per mile run of cars as com- 
pared with a range between 9 mills and 1 cent for most of the other rail- 
roads. The allowances for maintenance of freight cars usually range be- 
tween 5 and 6 mills per car-mile. The Southern’s allowance of about 9 
mills is 50 per cent. higher than the maximum limit. 

These excessive maintenance allowances may be accounted for in large 
part in the manner intimated above. Since 1900 the Southern has put 
out over $38,600,000 in equipment obligations, representing the purchase 
of 751 locomotives, 33,125 freight train cars, 79 passenger train cars and 
206 other cars. More than $14,600,000 of this has been paid and apparently 
charged to maintenance of equipment. The high maintenance allowances, 
in so far as they are the result of this policy, might be considered as under- 
stating the company’s real earning power. In the case of the Southern, 
however, it is probably more accurate and just to characterize this policy 
as merely conservative; these apparent betterments are merely attempts 
at placing the Southern property upon the same standard as that maintained 
by other railroads; they represent maintenance expenditures which should 
have been made years ago, before the reorganization, but which, owing to 
a backward policy by the Southern’s predecessors, were deferred. On the 
other hand, these excessive maintenance costs are probably due in part to 
the many sharp curves and heavy grades with which the Southern’s lines 
are reputed to be blessed. 
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An average of 368 ties per mile of road has been replaced each year. 
This is not excessive. The average of other companies is about 330 ties 
per mile; but there are considerable variations above and below this. 
One tie every two feet would make 2,640 ties per mile; if the average life 
of a tie is seven years, in the long run about 379 ties would have to be 
replaced each year; if the average life were 8 years, 330 ties would be 
sufficient. 

Having found the allowances for the maintenance of the property 
to be at least sufficient, with the possible exception of that for maintenance 
of way, we turn our attention to the balance sheet. The changes are 
tabulated on the following page. 

A comparison of the two sides of this statement will show the use to 
which the new bonds have been put, namely, they are represented in the 
increases in cost of road, equipment, securities held for control, and in the 
$8,652,000 of new bonds not yet sold. The increase in equipment obliga- 
tions is exactly represented in the increase in “ So. Ry. Trust Equipment.” 
The increase in the funded debt consists partly in an increase in the First 
Consolidated Mortgage Bonds, which were authorized at the time of the 
reorganization in 1894, partly in divisional bonds, but mostly in new De- 
velopment General Mortgage Bonds which were authorized in the spring 
of 1906. The purpose of the Certificate of Indebtedness is not explained. 
The “wunmatured obligations” represent purchases of railroads, real 
estate, railroad bonds, and steel rails. The deferred liabilities represent 
reserves for maintenance and for dividends, and accruals of taxes and 
interest which are not yet due (June 30, 1906). The deferred assets rep- 
resent similar accruals of income, prepaid insurance, advances to sub- 
sidiary companies, et cetera. 

A comparison of the total current liabilities with the total current 
assets is important. The former, representing interest and rentals due, 
supply bills, wages of employees, balances due other companies, etc., 
amount to $12,346,046; the former, representing the sources of funds with 
which to meet these obligations, amount to $14,685,967, a surplus of 
$2,330,921. But of this total, only $5,473,478 consisted of cash in hand or 
in transit. The year before there were less than $8,850,000 of such obliga- 
tions to meet with $4,525,000 of cash. The current liabilities which consti- 
tute a gross floating debt have grown rapidly, and they cannot be paid 
with such assets as “due from other transportation companies,” until 
these have been converted into cash. In the case of a company like the 
Southern, this accumulation of a floating debt is not a matter for 
congratulation. 

Another comparison is as follows. The “current” and “ deferred” 
liabilities and “unmatured obligations” together have increased more 
than $7,800,000 during the year, whereas the “current” and “deferred” 
assets have increased only about $6,900,000. The “ deferred” liabilities, 
with the exception of the maintenance reserves will all become “ current” 
in a short time; they consist of interest and rental accruals, etc., which were 
not due at the date of the annual report, but which will fall due at various 
times during the ensuing twelve months; they may properly be included 
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with the current liabilities as constituting a part of the gross floating debt. 
Likewise the “unmatured obligations,” although included by the com- 
pany among its capital liabilities are but temporary items which will fall 
due in the near future and must be provided for; it is contemplated, prob- 
ably, that these will be taken care of in later bond issues; but when they 
do fall due they will press for payment just as strongly as any part of 
the floating debt, and in these days when even the strongest railway com- 
panies cannot market their bonds except at large sacrifices, the Southern 
might find great difficulty in providing for the payment of these obliga- 
tions. The inclusion of the “deferred” liabilities and these “ unmatured 
obligations” makes the gross floating debt much larger than as before 
stated, namely, about $24,700,000; if such unavailable “deferred” assets 
as “prepaid insurance premium,” “advances to subsidiary companies” 
and “bills receivable deferred but fully secured” be excluded, the assets 
available for meeting these liabilities amount to about $17,000,000. So that 
much depends upon the Southern’s success in marketing new bonds or in 
borrowing in the market. The first step in this process of bond selling 
was taken recently in an offer by the Southern of short time notes, which, 
fortunately, it was able to sell. The company, however, will not be en- 
tirely out of the woods until it has successfully placed the bonds of which 
these notes are the forerunners. 

The trend of the Southern Railway’s financial development may be 
brought out in part by means of the following table of averages. (See 
page 314.) 

From this it is seen that the Southern Railway’s traffic, especially its 
freight traffic, has increased greatly during the last five years, over 30 per 
cent., in fact. Its gross earnings have increased equally as much. But the 
operating expenses have outrun the gross earnings so much as to raise the 
operating ratio from 67.9 per cent. to 71.3 per cent, and leaving an in- 
crease in the net earnings of $294 per mile of road. Taken by itself this 
is a respectable increase of about 16 per cent.; but the net earnings of 
other roads have been increased several times this proportion during the 
same period. In other words, the Southern has fallen far short of obtain- 
ing its share of recent and present prosperity. Its traffic has grown im- 
mensely; but apparently owing to inadequate equipment in spite of the 
great quantities of new equipment which have been purchased during this 
period, and to inadequate trackage facilities (the Southern is mostly a 
single track system), curves, grades, et cetera, the cost of handling the 
traffic has risen to eat up a large part of the increased-earnings. Further, 
while the net earnings have increased $294 per mile, the fixed charges 
have also increased $198 per mile. A substantial increase in income from 
investments has been required to enable the company to make the favor- 
able showing in the last column, headed “ Net Income per Mile.” 

The Southern Railway Company has been making great and com- 
mendable efforts to increase and better its equipment and facilities for 
handling its traffic, improve its roadbed, et cetera, but it has a great deal 
to do yet before its property will constitute a first class railroad system. 
It will have to double track its main lines, continue improving the quality 
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of its ballast, straightening its roadbed and reducing its grades. From 
one point of view it is unfortunate that the company has entered upon 
the practice of paying dividends on its preferred stock; these have taken 
three millions of dollars every year which could have been expended very 
profitably upon the property. The growth in the volume of the Southern’s 
traffic shows that once the property has been put into proper shape and 
is properly equipped it will have a great future. 





English Comment on Mr. Sells’ Address. 


The Incorporated Accountants’ Journal, of London, comments as 
follows on President Sells’ inaugural address: 


“The JournaL or Accountancy, New York, contains the inaugural 
address delivered by Mr. Elijah W. Sells, as President of the American 
Association of Public Accountants. Mr. Sells put before his audience 
three subjects connected with the advancement of the profession, to which 
he specially invited their attention. The first was the continued elevation of 
the standard of professional ethics; the second, an increasing insistence 
upon the highest possible excellence of professional work; and the third, 
the encouragement and aid which many American educational institutions 
were giving the profession in the development of accountancy education. 

“In two of these fields of professional advancement, Mr. Sells pointed 
out, they had much to learn from Great Britain. As loyal Americans and 
as accurate observers, they were convinced that America was far ahead 
of Great Britain in the character of professional accountancy work. In 
the field of accountancy ethics and accountancy education, they were still, 
however, behind their English brethren. In support of the last statement, 
Mr. Sells said that it could not have escaped their notice that nearly all 
the changes and improvements in the regulations governing their pro- 
fession in America, had been in the direction of a closer approximation 
of the standard prevailing in Great Britain. 

“With regard to Mr. Sells’ statement that America is far ahead of 
Great Britain in the character of professional accounting work, something, 
of course, must be allowed for the fact that he spoke—as he described 
himself—as a loyal American, but still this observation from a leading 
New York accountant (who, owing to the fact that he has a branch office 
in London, is well acquainted with English methods), should give cause 
for reflection in this country. There is little doubt that the methods of 
.the profession at home display conscientiousness and ability from the 
accountancy standpoint, but in these days of international competition 
something more is wanted, and that is a greater adaptability on the part 
of British accountants to assimilate ideas, having for their object the 
reduction of labor and the presentation of results in a clear and succinct 
manner.” 





Book Department. 


TABLES OF COMPOUND INTEREST, Discount, Annuities, Sinking 
Funds and other Computations. Part 3 of The Accountancy of Invest- 
ment. By Charles Ezra Sprague, A.M., Ph.D., C. P. A. Published 
for the New York University School of Commerce, Accounts and Fi- 
nance by the author. New York. 1907. pp. 32. Price $1. 

The best description of this excellent book is contained in the author’s 
own preface, which says: “This collection of tables has been carefully 
prepared and revised to accompany the book entitled The Accountancy of 
Investment. Its figures are carried to a greater number of places than 
other works published in this country. The explanatory part gives full 
information as to the construction and use of the tables and the modi- 
fications necessary to adapt them to other rates and times. The subject of 
interpolation is treated in a manner which is believed to be novel and 
interesting.” 

Colonel Sprague is so well-known as an authority on investment ac- 
countancy and its mathematics that comment on his work is superfluous. 
The arrangement of the tables is simple and clear, and their accuracy may 
be depended upon. For a book of this character the price is unusually 
low. ' 


TAX LAW FOR BUSINESS MEN. Published by the New 
York Tax Reform Association. New York. 1906. pp. 32. Price 50 
cents. 


This is a very useful pamphlet to New York business men. It con- 
tains an outline of the entire tax system, both local and State, and a clear, 
simple statement of the main provisions of the law. “No attempt has 
been made to supersede the advice of counsel, but rather to aid those who 
have no professional assistance, and to make clear that in complicated 
cases the best legal advice should be sought.” A complete index makes it 
easy to get just the information that is needed at any time. 


MALONE’S MATHEMATICAL DEXTERITIES. By Frank Malone. pp. 

164. 1906. Price, $1.00. 

The volume is filled with problems illustrating the various short cuts 
and improved methods which are expounded, and with practice work 
for the reader. Two striking features are the entire elimination of sub- 
traction as a separate arithmetical process, its place being taken by ad- 
dition; and a multiplication table with products up to 49x49, but with 
an entirely unexpected arrangement—“ The following tables are arranged 
perhaps peculiarly,” says the author, “but the required knowledge will 
be better obtained this way.” To those who find “ figuring a grind” this 
little book should be of great interest and aid. 

“What I do know, I know as well as anyone knows anything,” says 
Mr. Malone. After looking over the volume we are inclined to agree 
with him. 
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THE NATURE OF CAPITAL AND INCOME. By Irving Fisher, Ph. D., 

Professor of Political Economy, Yale University. 427 pp. MacMillan 

Co. New York, 1906. Price, $3.00. 

To the student of economics any serious work is welcomed which may 
give a more adequate conception of wealth, value, price, interest, profits, 
wages, and money. Professor Fisher’s new work has a claim not only 
upon the attention of the economist, but also upon that of the business man. 
The concepts here presented have been subjected to rigid scientfic analysis 
and tested by applying them to the ideas of the practical business world. 

In selecting the capital and income accounts for analysis, Professor 
Fisher has chosen a point which is common to both business man and 
economist. So far as we know, no political economist has attempted so 
exhaustive an analysis of these accounts before. 

The principles throughout the book are amply illustrated with prac- 
tical examples, and not infrequently where practises common to many 
systems of bookkeeping violate the fundamental principles of accountancy, 
the author does not hesitate to state the ethics of the case in forcible 
language. Thus on page 8o, in the discussion of the ways through which 
the book value of capital, surplus, and divided profits may exaggerate the 
true condition of the stockholders’ property, he says: “It is sometimes 
said that stock-watering is not wrong, as long as all the terms and condi- 
tions are known. This is much like saying that lying is not wrong, pro- 
vided everybody knows that it is lying; for a false balance sheet is only 
one form of a false statement, and, ordinarily a false statement is made 
with intent to deceive.” 

Professor Fisher has shown that accountancy has something to teach 
economics and vice versa, but he has‘ likewise demonstrated that if the 
philosophy of accounting be discovered, it must be through analysis and not 
through a system of classification alone. He has treated the subject from 
the point of view of the accountant, and not that of the bookkeeper. For 
the accountant it is of primary importance that he realize thoroughly the 
field of accountancy and the limitations of the results obtained through 
its methods. To know these most completely he must have a grasp of 
the scope of economic science and be able to trace the influences con- 
trolling his particular group in that science back to its source which gives 
meaning to all economic phenomena. 

Every business man is primarily concerned with capital and income, 
and a true conception of these fundamental factors would help him through 
the maze of problems relating to proprietorship and administrative control. 
Professor Fisher’s book is not constructed on the plan of an A. B. C. 
manual to Wall Street. The business man, however, who would have a 
clearer knowledge of the subjects of interest, present worth, risk and 
other important concepts in business, growing out of a relation between 
capital and income, will find in this book a complete and masterly 
exposition. 

Lee GALLowAY. 





Current Magazine Articles. 
Conducted by GEORGE E. BARRETT, LL. B., B. C. 8. 


There is a surprisingly large quantity of business literature coming out 
every month in the trade journals, the economic and general business mag- 
azines and the popular monthlies. Much of it is trash,—mere gossip or 
disguised advertising, or superficial re-hash of what sensible business men 
already know. But among the chaff there are always a few grains of 
wheat, which ought not to be allowed to go to waste. 

The editor of this department will try to pick from the output of each 
month a few articles, which are meaty and interesting to business men 
generally, and to accountants in particular. As no one man could possibly 
cover the whole fieid, he will probably miss some things that would be 
worth noting, and he will be grateful to anyone who will take the trouble 
to call his attention to articles that are of general interest and value. It 
is hoped that readers of THE JourRNaAL oF AccouNTANCy will find this 
department increasingly useful both in itself and as a guide to further 
reading. 

Effect of New Rate Law on Claims. 


Railroads issuing a bill of lading upon which a claim for damages arises 
must now pay the claim and collect from any other road that may have 
been responsible for the loss or damage. 

As set forth in the October number of Jndustry, formerly the last road 
over which the goods passed was responsible directly for the damage and 
claims were usually filed by the consignee with the delivering road, except 
in the case of some large corporations having a special transportation 
department. 

“The new law should materially lessen the time required in which to 
adjust claims and will undoubtedly result in the majority of claims being 
filed by the shipper instead of the consignee.” 


Railway Supply Department. 


The organization and methods of the Supply Departments of the rail- 
roads afford an exceptional opportunity for improvement and a valuable 
suggestion appears in The Railroad Gazette for December 21, 1906. 

As an example of the present methods, “on one system the organiza- 
tion consists of the purchasing agent and his staff, whose jurisdiction 
covers the ordering and delivering of materials on requisitions sent him. 
Then for 2,000 miles of line there is a general storekeeper who requisi- 
tions, receives and distributes all supplies,” and all local storekeepers are 
under his charge. 

The inefficiency of the present system seems to be due to the lack of 
a check on local storekeepers, who do not care about actual requirements, 
but try “to get all the stuff they think they may need and then get a 
little more.” Inspection trips of the assistants to the general storekeeper, 
who have no chance to make a study of the local situation and learn what 
supplies are necessary, appear “to be a case of the blind leading the blind.” 
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“The present organization is capable of purchasing and distributing 
the supplies, but what is needed is someone with knowledge and authority 
to look after them.” 

“Supply Agents” with a system of reports to the General Manager, 
it is suggested, would save the great losses the railroads suffer under the 
present system. 

“ A man who has a working knowledge of the road and of the require- 
ments and money value of stock required per mile of average road should 
visit regularly all points where material is stored, examine it carefully, 
consult with men in charge and receive their complaints, criticise quality 
of material, carry with him a list of requirements from point to point 
and redistribute as he finds a surplus in one place and a shortage in 
another. Inspect scrap bins and report where material could be reused, 
and see that scrap is shipped promptly. Collect material that drops from 
cars and obsolete materials due to changes in equipment.” 


Secret Reserves. 

The carrying of secret reserves has aroused considerable comment by 
the public as well as among accountants. Without doubt, a shareholder 
should know how much better, as well as how much worse, his security 
really is than it appears to be. 

In The Accountant for December, protest is made against creating a 
reserve fund in any way unknown to the stockholder. The practise of 
“writing down” investments, buildings, loans or the total or partial 
extinguishment of an intangible asset, such as good-will, is condemned. 

“A reserve cannot be created at the expense of that which, having 
once existed, can only be got rid of either by loss or depreciation, ulti- 
mately borne by Profit and Loss account, or by sale.” 

Reserves, it is urged, should be created only for sufficient reason, and 
be devoted only to the purposes for which they are created. The reasons 
should not be unduly general, and a reserve, when created, should clearly 
appear in the financial statements. 

A tendency is recognized for the so-called Balance Sheet, instead of 
being “a statement of affairs set out in a manner capable of being readily 
understood and appreciated, to be at best a glorified Trial Balance of 
the books,” and often conveys a “wholly erroneous impression as to the 
real position it purports to portray.” 

Upon the individual efforts of accountants and upon public opinion 
rests the correction of prevailing abuses in the financial statements. 


Double Taxation. 

With the increase in the amount of personal property held by cor- 
porations and persons but situated in other states than their domicile, it 
becomes important to have the powers of the States to tax property, thus 
situated in other jurisdictions, definitely defined. 

In the November number of The Yale Review, the suggestion is made 
that the “ Fourteenth Amendment of the Constitution has destroyed the 
power by which one State may tax its domiciled inhabitants on all their 
possessions, except réal estate situated abroad.” 
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The power is recognized in a State to tax all property found therein 
(assuming that it is not transiently there). But “if the owner of personal 
property within a State resides in another State which taxes him for that 
property as a part of his general estate, this action of the latter State does 
not in the least affect the right of the State in which the property is 
situated to tax it also.” The question of avoiding double taxation resolves 
itself into purely a matter of State comity. 

The Pennsylvania court, in a case to determine the value of the whole 
capital stock of the Delaware, Lackawanna and Western Railroad, cited 
Louisville Ferry Co., Kentucky, which was decided by the United States 
Supreme Court, and the Pennsylvania court held that a property tax 
could not cover $2,000,000 of coal owned by the railroad company but 
situated outside of Pennsylvania, and held also that the State could not 
tax the enhanced value of the capital stock resulting from the ownership 
of property so situated. 


Title Insurance and Trust Companies. 


Conducting a department of Title Insurance in conjunction with the 
business of trust companies affords many advantages, and since the law 
provides for such development it seems probable that in the future many 
trust companies will have such departments. 

Trust companies are thereby enabled to invest their assets and trust 
funds in real estate mortgages to better advantage than others. And, 
as set forth in the December number of. Trust Companies, such a de- 
partment affords an opportunity for the “officers and employees to become 
acquainted with those who are the most frequent borrowers upon mort- 
gage security, and for learning the true prices of property and where 
activity is and what its character may be.” Also, “ Being able to make 
purchase money loans to their customers, practically without charge for 
title examination or insurance, they get the first chance at many desirable 
applications for loans of that character.” Such a department, it is also 
stated, proves profitable also to the trust and banking departments through 
the development of a sort of “clearing house” for mortgage loans, lending 
to the borrowers reasonable amounts upon good properties and selling 
the investment, with title insured, to those who have funds seeking such 
securities. 

The advantages of title insurance are many and generally recognized. 
The organization of such a department falls under four general divisions \, 
—searching, examining, closing and underwriting. 

It is explained that the searching division is a matter of clerical work 
in securing the facts, and that the examining division involves the pro- 
fessional consideration of the facts so developed. The closing division 
takes charge of the contracts of purchase and sale and of the final adjust- 
ment of the transaction. The underwriting division prepares and issues 
the policies and adjusts the losses. As adviser to the trust officer and to 
the other departments it appears that the law department developed in 
connection with the examining division is very valuable. 
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Conducted by ALEXANDER MCCLINCHIE, LL. B. 


The ) parpase of this de ent is to present from month to month short, critical 
summaries of recent decisions, which affect accountants, and to furnish accurate infor- 
mation on legal questions. Inquiries from our readers will be welcome and will re- 
ceive prompt attention. 


REMARKS ON ACCOUNTS STATED. 


An account stated is an agreement between parties who have had 
previous transactions admitting that all the items are true, that the bal- 
ance struck is just and correct, and that the person against whom the bal- 
ance appears admits, expressly or impliedly, his{ability. 

To have an account stated it is not necessary that it cover all the 
dealings between the parties. An account closed by the cessation of 
dealings is not a stated account. Where a person is selected to make a 
settlement of accounts, but not to decide as arbitrator, the statement 
made by him is no bar to an action for the settlement of such accounts, 
but if his report is accepted it is final and is a bar to an action for settle- 
ment, unless fraud be shown. The only action permissible is on an 
account stated for the balance. If the contract under which certain ma- 
terials are to be delivered is abandoned and daily bills are rendered and 
kept without objection, the bills are admissible as evidence of account 
stated as to quantity, but not as to prices, and the quantity of material 
delivered cannot be disputed. It has been held, where firm books showed 
at various times the accounts of the individual partners had been bal- 
anced and marked “ settled,” that it did not constitute a settlement or a 
stated account of the partnership affairs, and that it was no defence to an 
action for an accounting. If an executor makes a rough statement of 
the partnership affairs in writing, it will not support a plea of account 
stated in bar of an action by such executor for an accounting of the 
partnership business. If a debtor accepts and acquiesces in an account, 
it does not lose its character of a stated account by the mere fact that it 
includes certain installments of money not yet due, when it appears 
that it was the intention to include such installments. The nature of an 
account stated is not changed by inserting a clause for the correction of 
any errors. Cross demands are not necessary to constitute an account 
stated. They may all be on one side. A single item is sufficient to sup- 
port an action upon a stated account. It is not essential that one account 
be subtracted from the other, but it is necessary that the balance can be 
ascertaine@jby a simple computation. A stated account must be in writing, 
but the signature of any one or all of the parties is necessary. There 
must be an examination of the items by each of the parties and an 
admission of the correctness of the claims and of the balance struck. 
The admission need not be express. It is usually implied. If a debtor 
assents to a statement and makes payment on it at various times, an 
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action on an account stated will not lie for the balance unless a new ac- 
count showing the balance has been rendered and accepted by the debtor. 
There must be in every case proof that the debtor expressly or im- 
pliedly assented to the account rendered. If an account is presented to 
a man and he admits its correctness, but denies his liability to pay, the 
account remains an open one. A written admission that a certain balance 
is correct will not preclude the defence that the admission was signed 
by reason of fraudulent misrepresentation, but if an opportunity is given 
to a party to examine and correct any errors and he settles for less 
than he is entitled to, the courts will not set it aside. A debtor may al- 
ways plead illegality, as it is against public policy to enforce such contracts. 
Liquors sold without a license is a case in which a defendant could plead 
illegality in any action to recover the contract price. If a debtor objects 
to certain items as incorrect, it is usually held as an admission of the 
correctness of the items remaining. A statement to a third party in 
regard to an indebtedness is not sufficient evidence of admission to sup- 
port an action on stated account. Failure to object within a reasonable 
time to an account rendered is regarded as an admission of its correctness, 
or if a man fails to object to an account until after an action has been 
commenced, it will be regarded as an account stated. 

In determining what weight should be given to the fact that an 
account was rendered and retained without objection, the Court of Appeals 
held that a jury “ may consider the business character of the one to whom 
it was rendered, his intelligence, his opportunities of examining the 
account, his dependence on his creditors, his confidence in the accuracy 
and honesty of the one rendering it, the length of time it was retained, 
his opportunities of making objection, and the course of previous dealings 
between the parties.” The special circumstances in each case decide, and 
no fixed rule can be cited. If a partner who manages the business renders 
yearly accounts to the other partners, charging them with certain losses 
and certain profits, the presumption of accounts stated arising from failure 
to object to such accounts when rendered, is not affected by ignorance of 
facts in relation to the business which might have been ascertained by 
inquiry. 

If a bank-book is balanced and returned to the depositor, who retains 
it without objection, the presumption is that the account is a stated ac- 
count, but such presumption can be repelled by showing that the error or 
fraud could not be discovered by the exercise of reasonable care, or that 
there was nothing to arouse the suspicion of a reasonable man. What 
constitutes reasonable time within which to object to an account ren- 
dered depends upon the usual course of business between the parties. It 
was held in Oregon 1891, that an account forwarded by mail and retained 
for six months had become an account stated. A firm in New York 
received an account in January and questioned the accuracy of it in 
March. The court held that the firm was not estopped by such lapse of 
time; as on a stated account, when a debtor receives a statement, admits 
its accuracy and promises to pay within ten days, the creditor is not 
obliged to wait the ten days before he can sue on an account stated. 
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A recovery for the balance on an account stated may be had without 
proving the separate items of liability, and in the absence of fraud no 
accounting will be allowed. All stated accounts bear interest from the 
time they are rendered. An account stated cannot be opened except for 
the clearest and most positive proof of fraud or mistake or undue influ- 
ence, nor can facts known to all parties at the time of settlement be 
afterwards used to question the account, illegality excepted. 


Recent DEcIsIons. 


James McCuristat vs. CLARENCE E. CiisBee (120 Mass., 190). This 
case is more amusing than instructive, but it shows the extent to which the 
legal profession attempt to stretch every law on the statute books. An exe- 
cution was issued on a judgment entered upon a verdict which found the de- 
fendant liable for assault and battery. The defendant contended that the 
execution was barred by a discharge under the bankruptcy act of 1898. 
There is a provision in the act which excepts from a release by a dis- 
charge in bankruptcy liabilities “for wilful and malicious injuries to 
the person or property of another.” The defendant contended that the 
word “malicious” is not used in the ordinary legal sense but that it 
means a wicked desire to do injury to another for the sake of the 
suffering that it will cause, and that he was not actuated by any such 
feeling when he assailed the plaintiff. The court held that the disregard of 
duty which is involved in the intentional doing of a wilful act to the injury 
of another is the meaning of “ malicious” in the statute. In Leicester vs. 
Hodley, 66 Kans., 172, a judgment for damages for alienating the affections 
of the plaintiff's husband was held to be unaffected by a discharge in 
bankruptcy. In McDonald vs. Brown, 23 R. L., 546, it was decided that a 
judgment for damages for libel was within the exception in the statute. 
It is well to remember that a bankrupt is not released by a discharge 
from bankruptcy from a judgment for damages on slander or libel, as 
judgments for large sums of money are often obtained on these 
counts. 


WituraM E. Burke vs. THe ConTINENTAL INSURANCE Co. (184 N. Y., 
77). If you own property insured against loss by fire have the policy in 
your own name is the conclusion we may draw from this case. After 
insuring as the absolute owner of a stock of glass then on hand under a 
policy covering “his own or held by him in trust, or sold but not de- 
livered, for which he may be held liable,” Burke sold and delivered the 
glass, agreeing also that all glass to be manufactured by him within a 
specified time should become the property of the vendee as soon as 
manufactured, While the glass remained in his possession Burke assumed 
the responsibility for any loss or damage, except “loss by fire,” and “ said 
glass” was to be insured by the vendee, Burke, however, agreeing to pay 
the premiums. The court held that Burke had no title or insurable in- 
terest in the property because he had been expressly relieved from any 
responsibility in case of fire, and, therefore, could not recover on the 
policy. Moral: If there is no danger of insolvency have everything 
in your own name. 
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CHEMICAL NATIONAL BANK vs. AMY H. Ketxoce, (183 N. Y., 92). The 
defendant, Amy H. Kellogg, endorsed in blank her husband’s promissory 
note, dated and payable in the State of New York, where it was dis- 
counted in good faith, without notice that the endorser was a non-resident. 
The defendant is estopped from claiming that her endorsement is a New 
Jersey contract, the laws of which state do not permit a married woman 
to become a simple accommodation endorser. This case examplifies the 
broad rule applied to negotiable instruments; also the sad state of New 
Jersey law. It was law in New Jersey, up to a very short time ago, that 
if a man or woman were injured in a railroad accident recovery for 
damages against the railroad company could be had, but if killed no 
action would lie. 

Bank oF AMERICA vs. JoHN H. Wayne, et al. N. Y. Decided 
January 8, 1907. This case illustrates the benefit or harm which 
results when a negotiable instrument is transferred by general endorse- 
ment, but accompanied by a letter of advice. J. F. Hasty & Sons, of 
Detroit, drew their bill of exchange addressed to Waydell & Co., directing 
them to pay to Ives & Son $1,500, value received. The bill was delivered to 
Ives & Son for collection only. Ives & Son remitted the bill to the Bank of 
America with a general endorsement, but accompanied by a letter which 
stated that they enclosed for collection and credit Waydell & Co., $1,500, 
no protest for non-acceptance. Ives & Son had borrowed from the bank 
$25,000, upon an agreement which gave the bank a lien upon all property 
and securities given or left in its possession by Ives & Son. Ives & Son 
failed, and the Bank of America attempted to collect the bill. The court 
held that the endorsement and the letter of advice in transmission must 
be read together, as if the contents of the letter had been incorporated in 
the endorsement, and so reading them the legal effect was to constitute 
the bank an agent merely for collection. 

Note that if no letter of advice had accompanied the bill of exchange, 
it is probable the bank could have collected the $1,500 and applied it 
to part payment of the debt of Ives & Son. If J. F. Hasty & Sons were 
indebted to Ives & Son, the bank could have collected. Also, and this is 
important, if the bank had parted with anything, given credit, relinquished 
security or assumed any burden on the faith of the paper, it would have 
been treated as a bona fide holder for value, and its title could not have 
been impeached. 

CENTRAL Trust Company as Executors vs. AMy D. Ec.ieston, et al. 
The provisions of the statute against perpetuities, which limits the sus- 
pension of the absolute ownership of property to two lives in being at the 
testator’s death, has invalidated more wills than any other cause. This 
case simply reiterates the statute law, and further holds that in the absence 
of any for the ultimate disposition of the estate, it must be divided among 
the widow and the three sons of the testator, in the proportions provided 
by law when there is no will, namely, one-third thereof to the widow, and 
to each son two-ninths. 

















New York C. P. A. Examination. 


PRACTICAL ACCOUNTING. 


Tuespay, January 29, 1907—1.15 to 5.15 p. m., only 

Answer questions I and 2 and two of the others but No MorE. Answers 
im excess B the number required will not be considered. Each complete 
answer will receive 25 credits. Papers entitled to 75 or more credits will 
be accepted. 

1. The books of Robert West, real estate agent, for the year 1906, 
disclose the following opening and closing balances and intervening 
volume of transactions: 





Titles of Accounts|Balances Dec. 30, 1905} Transactions in 1906 | Balances Dec. 31, 1906 





$137,797.62 $135,803.70 
34,656 34,788 
Rents accrued... . 34,788 34,656 
Ce csieaccawe 34,610 34,788 
100,034 102,070 
Trade creditors.... 4,841.40 5,007.40 


Expenses......... 
Personal drawings. 
Office furniture... 
Capital 1,647.08 





$11,580.08 $11,580.08|$350,627.02 $350,627.02/$16,106 $16,106 














An analysis of the books afforded further information as follows: 

Tenants were allowed $71 for repairs made by them, which sum was 
applied on account of rent and charged to owners. 

Owners were charged for commissions on collections $869.70, trade 
creditors’ bills for repairs $3,566 and insurance $52. 

Clients were charged, insurance $668, coal $906, fees $125, commissions 
on sales $1004. 

Trade creditors presented bills for office supplies $50, insurance written 
$576, coal $815.40; they were allowed $180 for discount on settlements 
made. . 

Commissions on sales, collections, insurance written and coal orders 
were closed into the general commission account, and Supplies Account 
was transferred to Expense. 

The cash transactions were as follows: Receipts—tenants, $34,717, 
clients $102,070, commission on sales $1,010.62. Payments—owners 
$30,051.30, clients $098,231, trade creditors $4,661.40, personal drawings 
$2,000, Expense $950. 

Prepare an ARTICULATION STATEMENT, showing in each account the 
several elements of debit and credit and giving each element the title of 
the Articulating account wherein the contra credit or charge appears. 

2. A, B, C and D enter into partnership with a capital of $100,000. 
A invests $40,000, B $30,000, C $20,000 and D $10,000. They are to share 
profits or losses in the following proportions: A 35 per cent., B 28 per 
cent., C 22 per cent. and D 15 per cent. They are also to receive stipulated 
salaries chargeable to the business. 

At the end of six months there is a loss of $8,000 and meantime the 
partners have drawn against prospective profits as follows: A $400, B 
$600, C $600 and B $400. 

They dissolve partnership and agree to distribute proceeds of firm as- 
sets monthly as realized. C and D enter other business and A and B 
remain to wind up the firm’s affairs, it being stipulated that from all 
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moneys collected and paid over to C and D a commission of 5 per cent. 
is to be deducted and divided equally between A and B for their services 
in the winding up. 

The realization and liquidation lasts four months and the transactions 
are as follows: 





Expenses 
Liabilities and losses on 
liquidated realization 
exclusive of 
commissions 





$30,190 $7,900 $400 
50,300 6,100 750 
20,010 3,800 340 
9,500 2,200 IIo 








$110,000 $20,000 $1,600 











Prepare partners’ accounts showing the amount payable monthly to 
each one. 

. On June 30 Ward & Parker, merchants, announce their inability to 
meet their obligations and make an assignment for the benefit of creditors. 

From an examination of their books, supplemented by other informa- 
tion, their condition appears to be as follows: 


Liabilities 
Creditors, unsecured 
bs partly secured 
fully secured 
Taxes and wages of employees (preferential) 


Cash on hand 

Chattels 

Bills receivable 

Warehouse receipts and other securities 
Sundry debtors 


Profit and loss account, sundry losses 
Trade expenses, current period 


Ward, capital account, Cr 
- personal drawings, Dr 
Parker, capital account, Cr 
8g personal drawings, Dr 
Accounts receivable show 
Bad accounts 
Doubtful accounts 
Expected to produce 
The securities are in the hands of creditors pledged to secure payment 
of their accounts, viz. : 
In hands of partly secured creditors 
In hands of fully secured creditors 
The chattels are expected to realize 
Prepare a statement of affairs and a deficiency account. 
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4. A company is incorporated for the purpose of acquiring and operat- 
ing the plants and goodwill of three seudeali Lolepenteut concerns, the 
authorized capital being $1,000,000, half of which is common stock and 
half preferred stock. The total stock and $100,000 are issued to the vendor, 
in payment of the several properties acquired through him. 

The vendor disposes of $200,000 of preferred stock to bankers at par 
with a bonus of one share of common stock for each two shares of 
preferred stock, and he also sells $400,000 of common stock at 50 per cent. 

The prices paid by the vendor for the three plants acquired are 1, 
$100,000, 2, $200,000 and 3, $300,000, each of which is payable one half in 
preferred stock and one half in cash. 

The properties are found to be in a “run down” condition, and the 
company expends during the first year $75,000 in renewals and repairs to 
bring the plant to a state of efficiency, all of which is charged to revenue. 

On a review of the accounts it appears that only $15,000 of said outlay 
was for replacement of current wear and tear and $60,000 is accordingly 
transferred to the Plant Account in the proportion of 1, $30,000, 2, $20,000 
and 3, $10,000. 

For the purpose of determining and separately stating the intrinsic 
plant values and goodwill after the additional outlay, the properties were 
appraised under four general divisions and the results of the appraisement 
were as follows: 











I II III 
Re civcsihcrciae conte smaeaeeses $25,000 $60,000 $85,000 
Bib svecnsccgehenvecnreesthenal 75,000 100,000 175,000 
Dds caneoea ees te bhesmeen rane 2,000 5,000 7,000 
DPRetteurcetéeescedtaghad saci 8,000 18,000 25,000 
| ASS parece prernt A5: $110,000 $183,000 $292,000 














Frame the journal entries necessary to open the books of the company 
in accordance with the above statement. 
_ §. The composition of the values of the books of the three old compan- 
ies absorbed by the new company as stated in question 4, were: 

















Assets I II III 
pmogecty RDI agar Sr Gr > $80,000 $163,000 $282,000 
Book accounts, not sold.......... 1,000 3,000 5,000 

$81,000 $166,000 $287,000 
‘ Liabilities 
Bills and accounts settled by old 
ome ae BPE ee $49,000 $100,000 $189,000 
Undivided profits................ 2,000 6,000 8,000 
Nb iissss aban conae nee 30,000 60,000 90,000 
$81,000 $166,000 $287,000 
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Frame the journal entries for closing the books of the old companies 
according to the above stated values. 

6. The following is the trial balance of Bailey & Co. as taken from 
their ledger December 30, 1905. 


SES ata hincon 0nnc dh pens beteneasestwotetes $3,112 
SE IE aos savincens cucnunesbaseenen oa aaie 14,900 
Aeooets Tereivablle . on. onc cccccccscccccccvce 22,750 
a. os al ce adas ceieaaenaee cea ll 1 bee $2,006 
I iis one vhabnadtneh ieeebaestinkk semen 9,121 
NS ES SEIS EE NES SSS ER MERE ee 5,000 
inn, cc dddeenehaieavessenase 8,351 
Merchandise inventory .......0..scccccccsccess 28,900 
NN ne cel EEA hs ee he kk he ame 20,000 
Mortgage on store property at 5 per cent........ = see. 10,000 
Unimproved real estate ..........cscccscccceees 6,000 
EI OLLI PLO 5,000 
Depreciation on store fixtures (1904)............ sa aee 500 
I A NE occ kc dcehsapeeesenibececes 2,500 
Capstal StGGK, 75D SHETES Bt GOOD. ....cccccscecs © | cece 75,000 
ee ee sic tC eR eaedeendease. : eesed 2,573 
DEE Acer cdobdpoumee vase tees avekee 132,251 
EY, Cicaudviechcdueckhipektsaeheebadsigancabee.*. °. eben 152,439 
NN Beh nen Kb eiccewedtedesebe, eben 103 
ee, a CU ue vecboweee sede > aaiedee 250 
Sis Gi ees inks cane geebeebashahonsenes+ 156 
Ca ee ee eles d eissiawe 800 
TE ik bids 60 Chcae Ov ai6e6s 0s concceese 375 
Salesmen and wages of employees............... 4,912 
CT IED. as i sellin hn a bd bp Sood nb Oe cecens 4,000 
Miscellaneous expenses and losses............... 2,985 





$256,992 $256,992 


Merchandise inventory Dec. 30, 1905, $30,254. 

Prepare a trading and profit and loss account for the fiscal year 1905 
and a balance sheet as at the close thereof. Reserve 1 per cent. of the o 
accounts receivable to cover bad debts, a further 10 per cent. from office 
furniture and 20 per cent. from horses and wagons to cover depreciation. 


AUDITING. 


WEepNESDAY, January 30, 1907—9.15 a. m. to 12.15 p. m., only 


Answer 10 questions but No More. Papers entitled to 75 or more 
credits will be accepted. 


1 What meaning attaches to the term “ auditing,” other than the re- 
view and verification of accounts of past transactions? 
2 Outline in brief your ideas concerning the duties and responsibilities 
of an auditor of accounts. 
What do you consider the best method to employ in the review and 
audit of cash receipts and payments? 
What method would you recommend in the conduct of a cash ac- 
count to facilitate a speedy and thorough audit thereof? 
5 Give a broad definition of vouchers as a means of verifying items 
entered in books of account. 
6 On undertaking the audit of the accounts of a company in what 
condition would you expect to have the books, documents and records 
when submitted to you? 


‘ 
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7 State the general principles governing the discrimination between 
what constitutes proper charges against Capital and what constitutes 
proper charges against Revenue. 

8 If the cash on hand at the date of a balance sheet had not been 
verified at that time, how should the auditor satisfy himself as to its 
correctness before signing the certificate? 

9 To what detail should an auditor first direct his attention in be- 
ginning a general review and audit of the books of a concern employing 
him for the first time? 

10 What means should an auditor employ to determine the correctness 
of reserves for depreciation and discounts, inventories of raw materials, 
goods in process, finished wares and factory pay rolls? To what extent 
is he responsible for the accuracy of these items as stated in his report? 

11 Is there any reason why the goodwill carried as an asset on the 
books of a prosperous and growing manufacturing concern should be 
depreciated, amortized or otherwise written off, and if so what would be 
the effect of such depreciation, amortization or writing off? 

12 What means should be employed to verify the values of open book 
accounts receivable, bills receivable, unimproved real estate and investment 
securities ? 

13 If asked to give advice concerning the proper rates per cent. to 
be adopted in providing for the accounts for depreciation on buildings, 
machinery, tools, etc., what would you recommend? 

14 When a corporation acquires a number of separate plants, paying 
a lump sum for each, is it necessary for it to show on the books the 
proportion of the purchase price paid for goodwill, and if so, what would 
be the proper method of ascertaining and expressing such proportion in 
the accounts ? 

15 Ifa company, duly organized, acquires several plants that are 
found to be in a “ run down” condition and to require extensive outlay for 
repairs and renewals to bring them to the required state of efficiency, 
should such outlay be charged against Capital or against Revenue? Give 
reasons. 


THEORY OF ACCOUNTS. 


Tuespay, January 29, 1907—9.15 a. m. to 12.15 p. m., only 


Answer 10 questions but No MORE. Papers entitled to 75 or more credits 
will be accepted. 


1 Describe the following books and explain the nature and the objects 
of each: 
(1) Summary journal 
(2) Consumption journal 
2 Explain the difference in meaning between the terms “ balance 
sheet” and “statement of assets and liabilities.” 
3 Show the manner in which controlling accounts are employed in 
commercial and municipal bookkeeping. 
4 Describe the nature and the purpose of each of the following at the 
closing of a fiscal period: 
(1) Adjustment entries 
(2) Closing entries 
5 Describe a way of keeping a bills receivable book as a book of 
original entry from which only the credits to personal accounts are posted 
in detail while only the total of monthly charges and liquidations of notes 
are posted to the bills receivable account. 
When preparing a Trading and Profit and Loss Account at the 
end of a fiscal year, in what manner would you treat the following 
subjects? 
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) Surplus or deficit brought forward from prior year 


(1 
(2) Reserves for depreciation 
(3) Reserves for bad debts 
(4) Interest on bonds 

(5) Dividends on stock 

(6) Surplus or deficit carried forward to succeeding year 


7 In the preparation of a balance sheet for a manufacturing company, 
what general plan would you follow in determining the order of sequence 
in which the assets and liabilities should be stated? 

8 When preparing a balance sheet of an industrial company, in what 
manner would you treat the following items? 


(1) Outlay on uncompleted contracts 

(2) Estimated profits on uncompleted contracts P 

(3) Bonded debt and sinking fund accumulations to amortize 
same 


9 What general rule should govern the order in which the accounts 
should be arranged where only one ledger is operated in a small business? 

10 Does any advantage attach to the employment of more than one 
volume for the ledger of a business requiring only one bookkeeper? Give 
reasons. 

11 Describe a condition in which the use of a few books would not 
result in simplicity of system while the number of books currently operated 
could be increased with advantage. 

12 Rule a cashbook to provide for controlling accounts of debtors and 
creditors, also for discounts in settlement of both receivable and payable 
accounts. 

13 Prepare a ruling for an invoice book to provide for total monthly 
charges to three material accounts and two expense accounts, and also to 
detail postings to sundry accounts of capital and revenue outlay. 

14 Prepare a ruling for a sales book to provide (1) total monthly 
postings to three goods accounts, (2) the separation of cash sales from 
charge sales, (3) supplementary distribution of sales among four 
salesmen’s columns. 

15 Prepare a form of monthly summary journal entries for the three 
foregoing books of original entry. 


COMMERCIAL LAW. 


WEDNESDAY, January 30, 1907—1I.15 to 4.15 p. m., only 


Answer 10 questions but No MoRE. Papers entitled to 75 or more 
credits will be accepted. 


1 Distinguish clearly between public corporations and private 
corporations. 

2 An interest in property is known as an estate; of what may the 
estate consist? 

3 Estates are in their legal character of two kinds, real and personal; 
define each. 

4 What is a deed? What statements should necessarily appear in a 
warranty deed of land? 

5 What is a contract? Who may legally make a contract? Mention 
four essentials of an enforceable contract. 

What is the statute of frauds? What contracts must be in writing 

in order to be effective? 

7 What laws govern the validity and construction of contracts? 

8 What is a contract of guaranty? How does it differ from a contract 
of suretyship? 
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9 What is meant by the rule, “Hearsay evidence is excluded?” 
Illustrate. State the rules as to admission of books of account as evidence 
in court. 

10 What matters should be specified in articles of copartnership? 
How are firm assets applied when there are both individual creditors and 
creditors of the firm? 

11 What is meant in law by the term “fixtures?” Does the rule of 
law differ when the question is between (1) seller and buyer of real estate, 
(2) landlord and tenant? Explain fully. 

12 What is a release? What is a mutual release? Can a mutual 
release given on adjustment of old accounts be disturbed? Explain. 

13 How is a pledge of stock usually made? Must the pledgee return 
to the pledgor the wa soy | 1 4 pledged? Has the pledgee the 
right to sell or to repledge the stock 

14 What is meant S ultra vires as to an act of a corporation? 
Explain, and give an pals of such an act. 

15 Define usury and state the ties for it. Mention the principal 
exemptions from the operation of the usury laws. 





The annual dinner of the School of Commerce, Accounts and Finance, 
of New York University, was held at the Hotel Astor, Saturday evening, 
February 2. About two hundred and fifty persons were present, including 
a score of distinguished guests. Hon. Frank A. Vanderlip acted as 
toastmaster. Among the speakers was Mr. Elijah W. Sells, whose re- 
marks are reprinted on another page. Other notable speeches were made 
by Colonel George Harvey, editor of the North American Review, Hon. 
Chozo Koike, Japanese Consul-General, Mr. George W. Young, of 
George W. Young and Company, Dr. E. S. Meade, of the University of 
Pennsylvania, Mr. Arthur Brisbane, editor of the New York Journal, 
Chancellor Henry M. MacCracken and Dean Joseph French Johnson. 





In the January number of THE JourNAL oF ACCOUNTANCY an error 
was made in describing Mr. John L. Carlson, one of the contributors to 
the symposium on “ Accountancy Education,” as a member of the Penn- 
sylvania Society of Certified Public Accountants. The error appears to 
have crept in in the office of the editor, as no claim for any such thing 
was made on the manuscript. Mr. Carlson is of the staff of Wilkinson, 
Reckitt, Williams & Company in their Philadelphia office. 





On January 30, 1907, Senator Blakeslee, of New Haven, introduced 
in the Connecticut Senate a bill “ To regulate the profession of accounts ” 
in the State of Connecticut. The bill was drawn up by Mr. Herbert 
Foster, and is, with some necessary modifications, similar to that of the 
State of New York. It provides for a State Board of Accountancy, 
appointed by the Governor, which shall, after 1908, be composed of 
Certified Public Accountants. 
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Pennsylvania State Society. 


The regular quarterly meeting of the Pennsylvania Institute of Certi- 
fied Public Accountants was held on Monday evening, January 21, 1907, 
at 1831 Land Title Building, Philadelphia. There were present: Messrs. 
Herbert G. Stockwell, William M. Lybrand, W. E. Montelius, Alfred L. 
Sellers, Charles Lewer and William W. Rorer of Philadelphia, and E. 
C. Spaulding of Scranton, Pa. In the absence of President Adam A. 
Ross, Jr., Mr. Alfred L. Sellers presided. William Sarel Lynne of Pitts- 
burgh and W. Harry Miller of Philadelphia were elected to active 
membership. 

Certificates have just been issued by the Governor of the State of 
Pennsylvania to George Wilkinson, Ernest Reckitt, William A. Milligan 
and Albert W. Rugg, all members of the firm of Wilkinson, Reckitt, 
Williams & Company, authorizing them to style themselves Certified 
Public Accountants under the Pennsylvania law. The Pennsylvania 
State Board of Public Accountants has the right to establish its own rules. 
These certificates are the first to be issued under a rule recently promul- 
gated by the Board, under which all Certified Public Accountants of 
other States, having offices within the Commonwealth of Pennsylvania, 
must qualify under the Pennsylvania law or forego the use of the C. P. A. 
designation within the State. All partners of Wilkinson, Reckitt, Williams 
& Company are C. P. A.’s of other States than Pennsylvania, and come 
under the new rule of the State Board. The admission of alien C. P. A.’s 
to practice as such, simply by the addition of the initial letters, designat- 
ing the State whose certificates they hold, which is now permitted in New 
York State, is no longer tolerated in Pennsylvania. All persons using the 
professional designation within the Commonwealth of Pennsylvania must 
be amenable to the State law. This is a definite step in the direction of 
upholding and making permanent the professional designation chosen by 
accountants in the United States. 


Massachusetts Society. 


Messrs. Harvey S. Chase, George S. Chase and Charles H. Tuttle, 
Boston Public Accountants, have applied for a Certified Public Account- 
ant’s certificate under the waiver clause in accordance with the provision 
of the Rhode Island C. P. A. bill and have been granted the certificate. 

The Boston Young Men’s Christian Association has opened a depart- 
ment of accountancy which is in charge of Orlando C. Moyer, B. C. S., a 
graduate of the New York University School of Commerce, Accounts 
and Finance and an associate member of the Incorporated Public Ac- 
countants of Massachusetts. He is being assisted by the Boston Public 
Accountants, Mr. William Dillon having delivered a lecture in October on 
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the subject of “ Depreciation and Appreciation of Capital” and “ Reserve 
Accounts and Reserve Funds.” Messrs. W. F. Hall, H. F. French, A. D. 
Albee and others, have agreed to deliver lectures during the course. 

The Committee on C. P. A. Legislation of the Incorporated Public 
Accountants of Massachusetts, of which Mr. William Dillon is chairman, 
have agreed upon a final draft of a bill which is now in the hands of a 
member of the legislature. The draft of the bill is also submitted to 
the Joint Special Committee on Insurance of the Senate and House of 
Representatives which has held numerous hearings during recess and is 
preparing its report in relation to the revision of the Massachusetts 
Insurance Laws. The Public Accountants of Boston appeared before 
that committee at a hearing held on the question of “ Auditing and Ac- 
counting of Insurance Companies” and it is hoped that the committee 
will incorporate something in its-report which will be of benefit to the 
C. P. A. movement and be of great assistance in passing the bill prepared. 
The committee felt that it would be very desirable to have all the Massa- 
chusetts Public Accountants join in the movement so that it could not be 
called an endeavor on the part of a few to procure such legislation and 
their efforts resulted in seven new applications for fellowship from the 
most reputable Public Accountants of the city who have been in practice 
for many years, but who have never joined the Incorporated Public 
Accountants. There were also four applications for associate membership. 


Michigan Society. 


The Michigan Association of Certified Public Accountants have had 
two meetings since the meeting of the American Association. At the 
first a report of that meeting was given by the delegate, Mr. D. W. 
Springer. At the second plans were laid for some public meetings this 
winter. 

The only change in membership is that Mr. Fred T. Gies now appears 
on the rolls as a Fellow. 

The second examination for the C. P. A. certificate in Michigan was 
held in Grand Rapids, December 20-21. The results have not yet been 
announced. 

An effort will be made at this session of the legislature to secure the 
passage of a Uniform Municipal Accounting Law, patterned after that of 
Ohio. The Michigan Municipal League has fathered the movement. Three 
of the five members composing the committee appointed to present the 
matter to the legislators are members of the Michigan Association, Messrs. 
Beck, Gridley and Springer. 





Mr. W. A. Chase, LL. B., C. P. A., of the firm of McGregor, Chase 
& Company, Certified Public Accountants, Chicago, has been again ap- 
pointed by the State University of Illinois to deliver a series of lectures 
on “ Public Accounting.” The lectures will be delivered at the University 
at Urbana during the months of February and March. 
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Massachusetts C. P. A. Bill. 


Following is a reprint in full of a C. P. A. bill introduced in the 
Massachusetts Legislature, on January 19, 1907, by Hon. John J. Higgins. 
The bill has the backing of the Committee on C. P. A. Legislation of the 
Incorporated Public Accountants of Massachusetts. The chairman, Mr. 
William Dillon, writes that the Committee would be glad to receive every 
possible criticism or suggestion which could strengthen the argument of 
the Massachusetts accountants before the State Legislature. 


STATE Boarp OF REGISTRATION OF PuBLIC ACCOUNTANTS. 


SecTIon 1. The Governor, with the advice and consent of the Council, 
shall appoint five citizens of the Commonwealth who shall have been for 
ten consecutive years actively engaged in the practice of this profession, 
who shall constitute a Board of Registration of Public Accountancy. No 
member of the Board shall be connected in any way with any college, 
university, or commercial school in which he has any pecuniary interest. 
The terms of office of the members shall begin on the first day of July in 
the year 1907, and they shall hold office, one for one year, one for two 
years, one for three years, one for four years and one for five years, or 
until their successors are appointed; and the Governor shall appoint 
annually thereafter in June, one member for a term of five years from the 
first day of July following. Any member of said Board may be removed 
from office for cause by the Governor, with the advice and the consent of 
the Council. 

MEETINGS AND ORGANIZATIONS, ETC. 


Section 2. Said Board shall from its members choose a chairman and 
secretary who shall hold office for one year. The secretary shall give the 
treasurer and receiver-general a bond with sufficient sureties to be ap- 
proved by the Governor and Council, for the faithful performance of his 
official duties. Said Board may make by-laws and rules not inconsistent 
with law, necessary to carry out the provisions of this act; shall keep a 
record of the names of all persons registered hereunder, and of all money 
received and disbursed by it, and a duplicate thereof shall be open to 
inspection in the office of the secretary of the Commonwealth. 


EXAMINATION AND REGISTRATION. 


Section 3. Applications shall be made upon blanks to be furnished by 
the Board, and shall be signed and sworn to by the applicants. Each ap- 
plicant for registration shall furnish satisfactory proof that he is twenty- 
one years of age or over, a citizen of the Commonwealth, of good moral 
character, and upon payment of a fee of twenty-five dollars, which shall 
not be returned to him, shall be examined by said Board. If he is found 
by three or more members thereof to be twenty-one years of age or over, 
of good moral character and qualified, he shall be registered as a certified 
public accountant, and shall receive a certificate thereof, signed by the 
chairman and secretary, for which a fee of five dollars shall be paid. Such 
certificate, or a duplicate thereof, shall be conspicuously displayed by 
every practising certified public accountant in his place of business. An 
applicant who fails to pass a satisfactory examination shall be entitled to 
one re-examination at any future meeting of the Board, free of charge, 
but for each subsequent examination he shall pay $10.00. Said Board, 
after hearing, may, by a unanimous vote, revoke any certificate issued by 
it of any certified public accountant who has been convicted of felony or 
of any crime in the practise of his profession. Said Board shall annually, 
on or before the first day of January, make a report of its proceedings to 
the Governor. All fees received by the Board shall be paid monthly by 
its secretary into the treasury of the Commonwealth. 
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CERTAIN FrRSONS ENTITLED TO REGISTRATION. 


Section 4. Said Board shall notify all persons practising the profes- 
sion of expert public accountani in this Commonwealth of the provisions 
of this act, by publishing the same in one or more newspapers in this 
Commonwealth, and any citizen of this Commonwealth who has practised 
the profession of expert public accountant for a period of five years next 
prior to the passage of this act, may, in the discretion of said Board and 
upon the payment of a fee of ten dollars, be registered as a certified 
public accountant, and said Board shall thereupon issue to him a certificate 
signed by its chairman and secretary. Registration under the provisions 
of this section shall cease on the first day of July in the year one thousand 
nine hundred and eight. 


COMPENSATION AND EXPENSES. 


Section 5. The secretary of said Board shall receive a salary to be 
fixed by the Board, not to exceed $500 per annum, and each member of 
the Board shall receive his necessary traveling expenses actually incurred 
in attending meetings of the Board. Such expenses shall be approved 
by the Board and paid by the Commonwealth only from the fees paid over 
by the Board. 

PRACTISING WITHOUT REGISTRATION. 

Section 6. Whoever, after the first day of July, one thousand nine 
hundred and eight, not being registered as aforesaid, falsely claims or 
pretends to have or to hold a certificate granted by said Board, or shall 
assume or undertake to practise as a certined public accountant, or to use 
any abbreviation, words, or letters, to indicate that the person using the 
same is a certified public accountant, without having received such certifi- 
cate, or without having received a registration certificate, as provided in 
this act, or any person who shall continue to practise as a certified public 
accountant after his certificate has been revoked, as herein provided, shall 
be punished by a fine of not less than fifty dollars nor more than two 
hundred dollars, or by imprisonment for not less than three months nor 
more than one year. But the provisions of this section shall not prohibit 
the employment of apprentices and assistants under the personal super- 
vision of a certified public accountant. 

SecTION 7. Except as otherwise provided herein, this act shall take 
effect upon its passage. 





